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STATUS  OF  THE  REORGANIZATION  OF  THE 
VETERANS  HEALTH  ADMINISTRATION  AND 
RELATED  INITIATIVES  TO  IMPROVE  VA 
HEALTH  CARE  DELIVERY  METHODS 


FRIDAY,  MARCH  8,  1996 

U.S  Senate, 
Subcommittee  on  VA,  HUD,  and 

Independent  Agencies, 
Committee  on  Appropriations, 

Washington,  DC. 
The  subcommittee  met  at  9:03  a.m.,  in  room  SD-192,  Dirksen 
Senate  Office  Building,  Hon.  Christopher  S.  Bond  (chairman)  pre- 
siding. 
Present:  Senators  Bond,  Burns,  Bennett,  and  Mikulski. 

DEPARTMENT  OF  VETERANS  AFFAIRS 

STATEMENT    OF    DR.    KENNETH    KIZER,    UNDER    SECRETARY    FOR 
HEALTH 

STATEMENT  OF  CHRISTOPHER  S.  BOND 

Senator  Bond.  We  call  this  hearing  to  order.  The  subcommittee 
meets  to  receive  an  assessment  of  the  recent  reorganization  of  the 
Veterans  Health  Administration,  and  other  initiatives  to  move  the 
VA  medical  system  forward  toward  a  modem,  cost-effective,  high- 
quality  health  care  delivery  system. 

Over  the  past  year  my  colleagues  and  I  have  been  under  siege 
by  the  Secretary  of  the  VA  for  trimming  some  of  the  increases  in 
the  VA  medical  care  budget  for  fiscal  year  1996.  The  Secretary  has 
issued  scores  of  press  releases,  made  speeches  around  the  country, 
sent  out  e-mail  messages  to  VA  employees,  and  has  written  news- 
paper editorials  decrying  the  mean-spiritedness  and  the  frontal  at- 
tacks of  the  Republican  budget.  What  the  Secretary  has  refused  to 
acknowledge,  however,  is  that  congressional  actions  have  been 
based  on  recommendations  made  over  several  years  by  the  VA's  in- 
spector general,  the  General  Accounting  Office,  and  even  VA  offi- 
cials, that,  if  implemented,  would  result  in  hundreds  of  millions  of 
dollars  of  cost  savings  without  reducing  patient  care  services. 

Some  of  you  may  know  that  I  wrote  to  Secretary  Brown  last  year 
asking  for  VA's  plans  to  prepare  for  the  budgetary  constraints,  in 
view  of  the  severe  limitations  on  domestic  discretionary  spending 
we  face  this  year,  and  for  the  next  6  years  as  we  move  toward  a 
balanced  Federal  budget  that  at  least  everybody  announces  in  prin- 
ciple that  they  are  for.  We  have  not  received  any  response  to  these 
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efforts.  We  have  seen  the  political  spin  machine  working  in  an  at- 
tempt to  scare  veterans  into  believing  that  thousands  of  them 
would  be  turned  away  from  VA  hospitals. 

But  while  the  Secretary  has  talked  about  the  forced  closings,  the 
VA  actually  has  been  and  plans  to  continue  eliminating  unneeded 
hospital  beds  because  of  the  decrease  in  demand  for  acute  services 
and  the  new  emphasis  on  less  costly  outpatient  care.  We  have 
heard  from  responsible  VA  officials  that  the  VA  still  is  overbedded. 
Every  credible  review  and  assessment  of  the  VA  has  recommended 
reforms  to  improve  the  quality  and  management  of  the  VA  health 
care  system.  GAO,  the  Congressional  Budget  Office,  VA's  inspector 
general,  the  veterans  service  organizations,  and  many  VA  officials 
acknowledge  that  the  VA  has  a  lot  to  do  to  catch  up  with  the  pri- 
vate sector  in  reducing  costs  and  improving  efficiency  and  assuring 
top  quality  health  care. 

I  think  there  is,  outside  the  political  battles,  widespread  agree- 
ment that  the  VA  really  needs  to  change,  to  bring  its  health  care 
delivery  systems  in  line  with  the  private  sector  policies.  Even 
though  we  hear  the  political  rhetoric  that  seems  to  defend  the  sta- 
tus quo,  and  it  does  appear  that  sometimes  the  Secretary  would 
rather  fight  than  switch  or  even  change,  he  has  refused  to  cooper- 
ate with  Congress  or  recognize  that  change  must  occur,  and  frankly 
the  good  news,  is  taking  place  within  the  VA  medical  system. 

COMMENDING  THE  UNDER  SECRETARY  FOR  HEALTH 

Today's  hearing  is  about  the  reality  of  the  VA  health  care  sys- 
tem, and  the  good  things  that  are  going  on,  that  progress  is  being 
made.  I  think  that  while  we  have  a  long  way  to  go  and  lots  of  chal- 
lenges, I  do  believe  that  the  VA  is  beginning  to  do  the  things  that 
are  vitally  important.  The  VA  has  been  operating  under  a  continu- 
ing resolution  because  of  the  President's  veto  of  the  VA  appropria- 
tions bill,  but  we  are  not  seeing  scores  of  veterans  turned  away 
from  VA  hospitals.  We  are  seeing  attempts  at  innovation,  and  cre- 
ative attempts  to  revitalize  the  medical  system  which  was  once 
called  a  bloated  bureaucracy.  And  I  think  that  thanks  to  the  lead- 
ership of  Dr.  Ken  Kizer,  VA's  Under  Secretary  of  Health,  things  are 
beginning  to  happen. 

REORGANIZATION  OF  VETERANS  HEALTH  ADMINISTRATION 

We  on  this  committee,  and  I  personally,  commend  Dr.  Kizer  for 
the  recent  reorganization  of  the  Veterans  Health  Administration 
into  22  service  networks.  It  has  been  called  a  revolution.  Whatever 
you  call  it,  it  does  seem  to  make  sense.  We  are  looking  forward  to 
seeing  the  changes  that  come  from  it.  We  think  the  new  structure 
should  enable  the  VA  to  operate  not  as  172  individual  hospitals, 
but  as  a  managed  care  system  with  performance  measures,  incen- 
tives for  innovation  and  cost  efficiency,  and  other  critical  manage- 
ment disciplines  to  assure  that  we  provide  the  highest  quality 
health  care  to  our  veterans.  And  we  commend  Dr.  Kizer  also  for 
moving  the  VA  away  from  the  bricks  and  mortar  mentality,  and 
emphasizing  the  importance  of  partnering  with  the  private  sector 
and  other  Federal  health  care  providers  for  medical  care  services. 

I  particularly  congratulate  you.  Dr.  Kizer,  for  mandating  that  VA 
facilities  enroll  their  patients  in  primary  care,  taking  bold  steps  to 


move  away  from  the  emphasis  on  hospital-based  care.  Dr.  Kizer 
has  begun  to  cut  costs,  without  jeopardizing  patient  care,  by  initia- 
tives such  as  bulk  purchasing  for  supplies,  regional  contracting  for 
nursing  home  care,  and  developing  a  national  formulary  for  phar- 
maceuticals. 

Of  course,  Dr.  Kizer,  I  know  of  all  the  difficult  things  you  have 
had  to  do,  cutting  staff  in  the  Washington  bureaucracy,  but  I  really 
have  to  commend  you  for  what  I  know  had  to  be  terribly  painful — 
cutting  the  funds  for  VA's  22  golf  courses.  Rather  than  protecting 
the  status  quo,  you  moved  ahead  and  embraced  the  need  to  change. 
I  think  these  are  steps  in  the  right  direction.  The  tough  parts  lie 
ahead.  Decisions  have  to  be  made  to  discontinue  under  utilized 
services  in  some  hospitals.  Hospital  resource  allocation  methods 
need  to  change,  so  that  they  are  based  on  a  true  capitation  system 
rather  than  an  historical  budgeting  pattern  which  does  not  provide, 
really,  the  best  allocation  of  resources,  or  even  reward  sound  man- 
agement practices. 

I  believe  that  VA  has  to  begin  to  track  accurately  the  actual  costs 
of  patient  care  so  it  can  assess  the  performance  of  the  facilities,  get 
a  better  understanding  of  where  the  dollars  are  going,  and  allocate 
the  resources  appropriately.  And  frankly,  VA's  going  to  have  to  re- 
duce the  number  of  specialty  care  positions,  allow  nonphysician 
providers  to  take  over  activities  where  clinically  appropriate,  and 
based  on  Dr.  Kizer's  experience  in  the  private  sector,  I  am  con- 
vinced that  we  will  see  changes  that  will  bring  about  not  only  sav- 
ings in  dollars,  but  better  quality  of  care.  I  think  many  of  these 
things  go  hand  in  hand.  We  provide  the  best  care  for  our  veterans. 
We  are  going  to  see  that  it  can  be  done  in  a  cost-effective  way. 

There  are  still  recommendations  from  the  inspector  general  and 
the  GAO  that  are  sitting  on  the  shelf.  We  will  be  hearing  later  on 
today  that  the  inspector  general  has  indicated  the  status  of  vir- 
tually all  of  this  recommendation  made  last  year  is  open.  And  that 
seems  to  be  a  rather  flattering  term  meaning  that  action  has  not 
been  fully  implemented.  We  would  like  to  find  out  more  about 
those  open  issues. 

[The  statement  follows:] 

Prepared  Statement  of  Christopher  S.  "Kit"  Bond 

Today  the  subcommittee  meets  to  get  an  assessment  of  the  recent  reorganization 
of  the  Veterans  Health  Administration  and  other  initiatives  to  move  the  VA  medical 
system  forward  towards  a  modern,  cost-effective  and  high  quality  health  care  deliv- 
ery system. 

Over  the  past  year,  my  colleagues  and  I  have  been  under  siege  by  the  VA  Sec- 
retary for  trimming  some  of  the  increases  in  the  VA  medical  care  budget  for  fiscal 
year  1996.  The  Secretary  has  issued  scores  of  press  releases,  made  speeches  across 
the  country,  sent  out  E-mail  messages  to  all  VA  employees,  and  has  written  news- 
paper editorials,  decrjdng  the  "mean-spiritedness"  and  "frontal  attacks"  of  the  "Re- 
publican budget." 

What  the  Secretary'  has  refused  to  acknowledge  is  that  the  Congressional  actions 
were  based  on  recommendations  made  over  the  past  several  years  by  VA's  Inspector 
General,  the  General  Accounting  Office,  and  even  VA  officials,  that  if  implemented, 
would  result  in  hundreds  of  millions  of  dollars  of  cost  savings,  without  any  reduction 
in  patient  care  services. 

On  three  occasions,  I  wrote  to  Secretary  Brown  last  year  asking  for  his  plans  to 
deal  with  budgetary  constraints,  in  view  of  the  severe  limitations  on  domestic  dis- 
cretionary spending  we  face  this  year,  and  for  the  next  6  years,  as  we  move  towards 
a  balanced  federal  budget. 


The  Secretary  refused  to  provide  a  response  to  my  repeated  requests  to  work  with 
us  to  implement  management  improvements  and  reforms.  Instead,  he  cranked  up 
his  poUtical  spin  machine  in  an  attempt  to  scare  veterans  into  beheving  that  thou- 
sands of  them  would  be  turned  away  from  VA  hospitals. 

While  the  Secretary  talked  about  the  hundreds  of  beds  which  would  be  closed,  he 
did  not  acknowledge  that  VA  has  been,  and  plans  to  continue,  eliminating  unneeded 
hospital  beds  because  of  the  decrease  in  demand  for  acute  care  services  and  the  new 
emphasis  on  less  costly  outpatient  care.  VA's  own  undersecretary  for  health,  Dr. 
Kizer,  has  recognizes  that  VA  still  is  "overbedded,"  despite  aggressive  efforts  to  em- 
phasize outpatient  services. 

Every  credible  review  and  assessment  of  the  VA  have  recommended  reforms  to 
improve  the  quality  and  management  of  the  VA  health  care  system.  GAO,  the  Con- 
gressional Budget  Office,  VA's  Inspector  General,  the  veterans  service  organizations, 
and  even  many  VA  officials  acknowledge  that  VA  is  far  behind  the  private  sector 
in  reducing  costs  and  improving  efficiency.  There  is  widespread  agreement  that  VA 
sorely  is  in  need  of  change  to  bring  its  health  care  delivery  systems  into  line  with 
private  sector  practices. 

Unfortunately,  it  would  appear  that  the  Secretary  stands  for  the  status  quo.  He 
would  rather  fight  than  switch — or  even  change.  He  refuses  to  cooperate  with  the 
Congress  or  recognize  that  change  must — and  in  some  cases  already  is — taking 
place  within  the  VA  medical  system.  Despite  the  dramatic  transformation  in  medi- 
cal practices  across  the  country,  despite  the  declining  veteran  population,  despite 
mismanagement,  the  Secretary  seemingly  does  not  want  VA  to  change. 

Fortunately,  today's  hearing  is  about  the  reality  of  the  VA  health  care  system,  not 
the  politics.  Frankly,  there  is  good  news.  We're  not  seeing  the  doom  and  gloom  the 
Secretary  predicted,  despite  that  the  VA  has  been  operating  under  a  continuing  res- 
olution due  to  the  President's  veto  of  the  VA  appropriations  bill.  We're  not  seeing 
scores  of  veterans  turned  away  from  VA  hospitals.  We  are  seeing  attempts  at  inno- 
vation and  creative  attempts  to  revitalize  a  medical  system  which  has  been  called 
a  "bloated  bureaucracy." 

Due  to  the  leadership  of  Dr.  Ken  Kizer,  VA's  Under  secretary  for  Health,  things 
are,  seemingly,  beginning  to  happen.  Dr.  Kizer  is  to  be  commended  for  the  recent 
reorganization  of  the  Veterans  Health  Administration  into  22  service  networks — 
something  which  has  been  characterized  as  a  "revolution." 

The  new  structure  should  enable  VA  to  operate  not  as  172  individual  hospitals, 
but  as  a  managed  care  system,  with  performance  measures,  incentives  for  innova- 
tion and  cost-efficiencies,  and  other  critical  management  disciplines. 

Dr.  Kizer  is  to  be  commended  for  trying  to  move  VA  away  from  the  bricks  and 
mortar  mentality  of  the  past,  and  instead  emphasize  the  importance  of  partnering 
with  private  sector  and  other  federal  health  care  providers  for  medical  care  services. 

Dr.  Kizer  is  to  be  congratulated  for  mandating  that  all  VA  facilities  enroll  their 

Katients  in  primary  care  and  taking  bold  steps  to  move  away  from  the  emphasis  on 
ospital -based  care. 

Dr.  Kizer  has  begun  to  cut  costs,  without  jeopardizing  patient  care  in  any  way — 
by  such  initiatives  as  bulk  purchasing  for  supplies,  regional  contracting  for  nursing 
home  care,  and  developing  a  national  formulary  for  pharmaceuticals. 

And  perhaps  two  of  the  most  difficult  things  Dr.  Kizer  has  done  include  cutting 
staff  in  the  Washington  bureaucracy,  and  cutting  funds  for  VA's  22  golf  courses! 

Rather  than  protecting  the  status  quo,  he  has  moved  ahead  and  embraced  the 
need  to  change. 

These  are  all  very  important  steps  in  the  right  direction.  But  it's  only  a  beginning. 
The  really  tough  part  lies  ahead. 
— Decisions  must  be  made  to  discontinue  underutilized  services  in  certain  hos- 
pitals. 
— Hospital  resource  allocation  methods  need  to  change  so  that  they're  based  on 
a  true  capitation  system  rather  than  on  historical  budgeting  patterns  which  do 
not  provide  for  an  equitable  or  appropriate  allocation  of  resources,  or  reward 
sound  management  practices. 
— ^VA  must  begin  to  track  accurately  the  actual  costs  of  patient  care  so  that  it  can 
assess  the  performance  of  its  facilities,  better  understand  where  its  dollars  are 
going,  and  allocate  resources  appropriately. 
— VA  must  begin  to  reduce  the  number  of  specialty  care  physicians  and  allow  non- 
physician  providers  to  take  over  activities  wherever  clinically  appropriate. 
These  tasks  will  not  be  easy  and  surely  will  be  met  with  some  resistance.  But 
I  am  convinced  that  with  the  right  leadership,  VA  can  meet  these  challenges,  with- 
out turning  away  a  single  needy  veteran.  I  am  convinced  patient  care  will  improve. 
Veterans  will  be  better  served.  And  costs  will  come  down. 


And  while  Dr.  Kizer  seems  to  be  headed  in  the  right  direction,  I  am  troubled  that 
many  of  the  recommendations  of  the  I.G.  and  the  GAO  seem  to  be  sitting  on  the 
shelf  still.  The  I.G.  has  indicated  that  the  status  of  virtually  all  of  the  recommenda- 
tions made  last  year  is  "open" — meaning  action  has  not  been  fully  implemented. 
Clearly,  much  remains  to  be  done. 

Today  we  will  hear  first  from  Dr.  Kizer,  and  then  we  will  hear  from  a  panel  in- 
cluding David  Baine  from  the  General  Accounting  Office  who  has  done  a  great  deal 
of  work  in  this  area,  VA  Acting  I.G.  William  Merriman,  and  Rick  Schultz  of  the  Dis- 
abled American  Veterans. 

We  welcome  all  the  witnesses  today. 

Senator  Bond.  We  will  hear  first  from  Dr.  Kizer;  then  we  will 
hear  fi-om  a  panel  including  David  Baine  from  the  General  Ac- 
counting Office  who  has  done  a  great  deal  of  work  in  this  area;  the 
VA  Acting  Inspector  General,  William  Merriman;  and  Rick  Schultz 
of  the  Disabled  American  Veterans.  We  welcome  all  the  partici- 
pants today.  My  distinguished  ranking  member  is  having  some 
challenges  navigating  in  from  Baltimore.  I  hope  she  will  be  able  to 
join  us,  but  she  has  asked  us  to  go  ahead. 

We  will  make  the  full  statements  of  all  of  our  witnesses  available 
for  the  record,  and  we  will  have  a  pop  quiz  for  members  of  the  sub- 
committee to  make  sure  that  they  have  read  the  testimony  very 
thoroughly. 

So  with  that,  Dr.  Kizer,  we  appreciate  your  oral  statement. 

STATEMENT  OF  KENNETH  KIZER 

Dr.  KlZER.  Good  morning,  Mr.  Chairman.  I  welcome  the  oppor- 
tunity to  be  with  you  this  morning  to  discuss  our  efforts  to  restruc- 
ture the  veterans  health  care  system  so  as  to  improve  its  efficiency, 
its  quality  of  care,  its  accessibility,  and  overall  how  we  can  do  a 
better  job  of  providing  care  for  our  veterans. 

I  would  preface  these  comments  by  noting  that  I  particularly  ap- 
preciate your  comment  about  the  weather  this  morning.  I  flew  in 
last  night  from  the  west  coast,  and  as  is  often  the  case  flights  were 
delayed  in  Chicago,  and  when  I  arrived  here  about  2  o'clock  this 
morning  the  last  thing  in  the  world  that  anybody  could  find  at  Na- 
tional Airport  was  a  taxi.  So  there  were  about  100  of  us  standing 
out  there  in  the  snow  waiting  for  over  an  hour  to  get  a  taxicab  into 
town.  That  is  merely  to  set  the  stage,  I  guess. 

Senator  Bond.  You  will  join  me  in  the  fervent  pleas  for  tha  arriv- 
al of  spring  then,  I  guess. 

Dr.  Kizer.  Yes. 

You  have  my  written  statement,  which  addresses  some  of  the 
background  for  the  restructuring  that  we  are  embarked  upon  and 
a  brief  description  of  some  of  the  results  that  have  been  achieved 
to  date,  even  though  the  restructuring  has  not  been  fully  imple- 
mented. In  my  oral  comments  this  morning  I  would  like  to  do  three 
things.  First,  I  would  like  to  describe  some  of  the  results  of  things 
that  we  were  able  to  accomplish  last  year — things  which,  hopefully, 
will  indicate  that  we  are  moving  in  the  right  direction.  Second,  I 
would  like  to  enumerate  some  of  the  areas  that  will  be  especially 
focused  on  in  the  upcoming  months.  And  third,  I  would  like  to  men- 
tion a  few  ways  Congress  could  be  helpful  as  we  reengineer  and  re- 
invent the  veterans  health  care  system. 

As  a  further  preface,  I  would  note  that  GAO,  inspector  general 
and  others,  including  my  own  review  of  the  system  when  I  came 


on  board  about  1  year  and  4  months  ago,  have  indicated  a  number 
of  areas  where  the  system  could  improve.  I  am  not  sure  that  we 
agree  with  the  GAO  or  inspector  general  on  all  points,  I  also  would 
acknowledge  that  in  many  of  those  cases  the  VA  has  to  assume  re- 
sponsibility because  we  have  not  provided  the  landmarks  and 
guideposts  by  which  the  GAO  and  inspector  general  can  do  audits 
of  our  facilities.  They  have  had  to  substitute  and  use  their  judg- 
ment to  develop  program  review  criteria  due  to  the  lack  of  leader- 
ship or  action  by  the  VA. 

Now,  let  me  note  a  few  of  the  things  which,  hopefully,  will  indi- 
cate that  we  are  moving  in  the  right  direction.  As  you  have  noted, 
we  have  implemented  a  fundamental  restructuring  of  our  field  op- 
erations into  22  integrated  service  networks.  This  fundamentally 
changes  the  incentives,  the  mind-set  if  you  will,  of  how  our  field 
units  operate  focusing  attention  on  how  we  can  align  or  pool  our 
resources  to  best  meet  local  needs.  We  have  implemented  a  fun- 
damental restructuring  of  headquarters,  including  an  unprece- 
dented 25  percent  reduction  in  headquarters  personnel. 

I  would  like  to  cite  just  a  few  statistics  as  we  go  along.  First,  in 
fiscal  year  1995,  the  number  of  unique  users  of  the  VA  increased 
by  about  71,000 — about  2.5  percent.  Other  figures  that  I  will  cite 
should  be  viewed  in  this  context  that  we  are  not  decreasing  the 
number  of  people  that  we  serve. 

The  number  of  operating  beds  declined  by  2,409  last  year.  This 
is  roughly  equivalent  to  12  or  13  community  hospitals.  According 
to  Modem  Health  Care  and  some  other  magazines,  Columbia/HCA, 
with  twice  as  many  acute-care  hospitals  as  the  VA,  cut  about  2000 
beds,  just  to  put  this  in  some  perspective.  Our  acute  hospital  aver- 
age length  of  stay  dropped  by  6  percent,  from  9.1  to  8.6  days.  That 
is  still  far  too  long,  in  my  judgment,  and  we  are  certainly  going  to 
be  focusing  a  lot  of  attention  on  how  we  can  reduce  that  in  the  fu- 
ture. 

The  number  of  outpatient  clinic  visits  increased  by  2.4  million. 
This  is  a  9.3-percent  increase,  and  recognizing  that  we  are  starting 
on  a  base  of  26  million,  this  is  a  considerable  increase.  The  slope 
of  the  curve  is  dramatically  increased  from  where  it  was  before. 
Again,  to  put  that  in  some  perspective,  the  private  sector  increased 
outpatient  visits  last  year  by  about  3.5  percent. 

Our  staffing  decreased  by  3,436  FTE's.  We  have  eliminated  the 
four  regional  offices  with  their  427  FTE's  producing  an  immediate 
and  recurring  $9.3  million  in  savings.  We  merged  the  management 
of  18  facilities  into  8,  and  while  that  is  a  process  that  continues, 
I  think  we  certainly  have  some  encouraging  data  so  far.  For  exam- 
ple, VAMC  Palo  Alto  and  VAMC  Livermore  were  able  to  eliminate 
41  redundant  positions  in  that  merger  for  a  savings  of  $2.2  million. 
Likewise,  in  upstate  New  York,  where  we  merged  another  two  fa- 
cilities, we  were  able  to  achieve  a  38.5  reduction  in  FTE's,  for  about 
a  $1.5  million  annual  savings. 

ADDITIONAL  SAVING  INITIATIVES 

As  these  mergers  mature,  we  anticipate  that  there  will  be  addi- 
tional significant  savings.  And  obviously,  as  we  move  forward  with 
the  others  we  will  be  tracking  that  information.  We  anticipate  pur- 


suing  a  number  of  additional  mergers  in  the  near  future,  with  still 
others  to  follow  in  the  months  ahead. 

Just  a  few  other  things  that  I  think  are  worth  mentioning:  We 
have  tried  to  eliminate  things  like  unnecessary  paperwork.  Indeed, 
we  eliminated  887  redundant  forms  last  year.  This  is  23  percent  of 
all  of  the  forms  that  the  VA  used.  We  increased  the  number  of 
sharing  agreements  that  we  have  with  DOD  by  10  percent,  from 
605  to  665,  and  we  are  hoping  to  increase  that  further  in  the  up- 
coming year.  We  established  15  new  access  points,  that  will  allow 
more  cost  effective  and  more  accessible  care  to  be  provided  to  our 
patients.  We  have  another  list  of  58  that  are  ready  to  be  imple- 
mented and  about  150  to  200  more  in  the  wings  that  within  a  rel- 
atively short  period  of  time  could  be  brought  to  the  point  where 
they  would  be  ready  to  implement. 

We  have  moved  very  quickly  to  implement  primary  care,  as  you 
were  kind  enough  to  note.  According  to  the  best  estimates  of  the 
Department,  at  the  end  of  1994  less  than  10  percent  of  our  patients 
were  enrolled  in  primary  care.  A  survey  toward  the  end  of  fiscal 
year  1995  indicated  that  40  percent  of  VA  patients  are  now  en- 
rolled in  primary  care,  with  its  attendant  substantial  savings  and 
improved  customer  service.  Our  goal,  an  ambitious  one,  is  to  have 
all  of  our  patients  enrolled  in  primary  care  by  the  end  of  fiscal  year 
1996. 

Again,  starting  with  less  than  10  percent  of  our  facilities  having 
a  telephone  liaison  care  program  in  place  in  1994,  we  now  have  in- 
creased that  to  over  90  percent,  with  the  expectation  that  all  of  our 
facilities  will  have  call  centers  in  place  by  the  end  of  fiscal  year 
1996. 

In  fiscal  year  1992,  less  than  5  percent  of  VA  surgery  and  inva- 
sive diagnostic  procedures  were  performed  on  an  ambulatory,  or 
out-patient  basis.  A  few  months  ago  we  did  a  survey,  and  that  has 
now  increased  to  39  percent.  Again,  we  think  there  is  room  for  sig- 
nificant additional  improvement  with  a  target  of  somewhere 
around  60  to  65  percent. 

PHARMACEUTICAL  CHANGES 

We  have  done  a  number  of  things  in  the  pharmaceutical  area 
which  I  think  are  encouraging.  The  Prime  Vendor  Program  is  now 
largely  completed.  It  has  probably  another  3  or  4  months  to  go 
until  it  is  fully  implemented  with  an  expected  savings  of  $18  to  $20 
million  a  year.  We  do  expect  by  April  to  have  formularies  in  place 
for  all  of  the  integrated  service  networks,  with  the  expectation  that 
we  will  roll  that  up  into  a  national  VA  formulary  by  the  end  of  this 
year  with  some  significant  savings. 

I  might  also  note  that  we  have  moved  forward  to  put  in  place  our 
consolidated  mail-out  pharmacies  [CMOP's].  We  now  have  four  of 
those  online,  with  the  expectation  that  three  more  will  come  on  line 
this  year  and  in  fiscal  year  1997.  By  doing  so,  pharmacist  produc- 
tivity has  increased  from  less  than  20,000  to  over  50,000  filled  out- 
patient prescriptions  a  year.  Our  personnel  cost  savings  per  pre- 
scription has  decreased  by  $1.25  to  date,  and  when  you  consider 
that  CMOP's  are  now  filling  11  million  prescriptions  that  equates 
to  about  a  $13.75  million  annual  savings.  As  CMOP's  mature  we 
expect  the  savings  to  increase  further.  CMOP's  have  also  signifi- 
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cantly  improved  both  the  quaUty  and  timeliness  of  service  to  our 
patients. 

As  the  last  thing  I  would  note  in  this  regard  is  that  I  have 
tasked  the  VA  National  Acquisition  Center,  working  with  our  facil- 
ity and  network  directors,  to  find  more  products  that  we  can  lever- 
age a  better  price  than  we  already  get  through  bulk  purchasing 
agreements.  A  number  of  products  are  currently  being  pursued  this 
way,  and  we  expect  significant  savings  to  accrue  in  this  regard,  al- 
though it  is  too  early  to  give  you  a  figure. 

Another  purchasing  tool  was  initiated  a  couple  of  weeks  ago  at 
the  VA  medical  centers  here  in  Washington  and  Baltimore.  This 
new  technique  employs  a  corporate  contracting  concept  called  a 
blanket  purchase  agreement.  This  technique  rolls  up  all  of  the  Fed- 
eral supply  schedule  contracts  of  a  corporation  into  a  single  agree- 
ment, and  in  so  doing  it  creates  a  larger  market  basket  of  products 
on  which  to  establish  additional  discounts  and  incentives.  This  ini- 
tiative brings  Government  contracting  closer  to  what  occurs  in  the 
commercial  world.  The  first  agreement  of  this  type  was  negotiated 
with  a  major  manufacturer,  as  I  say,  a  couple  of  weeks  ago,  and 
provides  for  up  to  7  percent  savings  over  and  above  their  most  fa- 
vored customer  pricing  to  date. 

There  are  other  things  that  I  could  cite,  but  hopefully  this  list 
of  things  gives  you  some  idea  of  our  direction  and  some  of  the  sav- 
ings that  we  expect  to  achieve  in  the  months  and  years  ahead. 

PERFORMANCE  MEASURES 

Let  me  turn  now  to  the  second  area  that  I  indicated  I  would  com- 
ment on,  and  that  is  where  management  will  be  focusing  particular 
attention  in  the  upcoming  months.  We  are  not  going  to  ignore  the 
things  that  I  have  mentioned,  but  as  they  start  taking  on  a  life  of 
their  own  we  are  going  to  be  focusing  additional  upper  manage- 
ment attention  on  things  such  as  putting  in  place  a  full  set  of  oper- 
ating indicators  and  performance  measures.  I  think  this  will  be  of 
particular  assistance  to  entities  like  GAO  and  inspector  general 
when  they  come  back  and  audit  to  see  what  type  of  job  we  are 
doing. 

We  are  very  close  to  finalizing  the  network  director  performance 
contracts,  which  will  include  a  number  of  these  performance  meas- 
ures. We  also  will  be  looking  at  developing  criteria  for  allocation  of 
personnel,  especially  for  physician  and  surgical  staff.  We  expect  to 
implement  preadmission  screening  programs  at  all  facilities  in  up- 
coming months.  Likewise,  we  plan  to  develop  and  implement  a  net- 
work-based utilization  review  program  that  ultimately  we  would 
anticipate  rolling  up  into  a  national  utilization  review  program. 

We  are  going  to  be  focusing  on  a  number  of  other  areas,  such  as 
innovations  in  nursing  and  how  we  can  expand  the  areas  that 
nurses  are  involved  in.  We  are  going  to  continue  to  emphasize  in- 
creased bulk  purchasing,  facility  mergers  and  consolidations,  work 
force  realignments,  and  the  establishment  of  new  access  points. 
Again,  there  are  a  lot  of  other  things  we  will  be  focusing  on,  but, 
at  least,  that  gives  you  some  idea  of  the  areas  that  management 
will  be  particularly  focused  on. 


ELIGIBILITY  REFORMS 

Let  me  just  conclude  these  comments  by  noting  a  few  areas 
where  Congress  could  help  us  satisfy  our  obligation  to  serve  Ameri- 
ca's veterans,  and,  at  the  same  time,  meet  our  obligation  to  deficit 
reduction  and  help  restore  America's  fiscal  responsibility.  One 
thing  that  would  be  very  helpful  in  this  regard  is  passing  legisla- 
tion that  clearly  articulates  that  the  Congress  intends  for  VA  to 
provide  care  in  the  most  cost-efficient  setting  that  is  therapeuti- 
cally appropriate.  We  believe  that  the  proposed  eligibility  reform 
legislation  is  an  appropriate  way  of  doing  this,  but  I  would  note 
here  that  we  certainly  would  consider  other  vehicles,  as  well.  Above 
all  else,  we  would  hope  that  this  year  we  would  see  action  by  the 
Congress  that  would  give  us  the  tools  that  make  it  very  clear  that 
it  is  the  intent  of  the  Congress  that  we  should  provide  care,  as  I 
said,  in  the  most  cost-efficient  setting  that  is  therapeutically  or 
clinically  appropriate. 

A  second  area  that  would  be  very  helpful  as  we  move  forward  is 
to  give  the  VA  broad  sharing  or  contracting  authority,  so  that  we 
can  fashion  whatever  health  care  solution  works  best  at  the  local 
level.  In  essence,  we  would  be  able  to  contract  with  whomever  for 
whatever  service  would  best  meet  the  needs  of  our  veteran  patients 
and  the  system  and  the  taxpayers  who  are  footing  the  bill. 

Third  is  to  pass  legislation  that  would — or  at  least  to  work  with 
us — give  management  greater  ability  to  hold  our  managers  and 
work  force  accountable  for  their  performance.  We  have  to  do  some 
work  in  putting  in  place  those  performance  indicators  and  operat- 
ing indicators.  I  do  feel  that  we  are  constrained  in  our  ability  to 
hold  managers  and  employees  accountable  for  achieving  the  cor- 
porate targets  that  are  set  out. 

And  finally,  I  would  hope  that  as  we  move  forward  that  you  will 
allow  us  to  do  the  things  that  need  to  be  done.  In  this  I  speak  to 
you  and  Mr.  Burns  and  the  other  98  Members  of  the  Senate  who 
are  not  here,  as  well  as  the  larger  number  of  Members  of  the 
House  of  Representatives.  Some  of  the  things  that  need  to  be  done 
to  achieve  efficiencies  in  providing  care  are  very  different  from  how 
things  have  been  done  in  the  past.  In  some  cases  this  may  be  con- 
troversial or  difficult  from  some  entities'  perspective,  and  we  hope 
that  you  would  work  with  us  and  give  us  the  understanding  and 
benefit  of  the  doubt  to  do  what  is  right. 

Thank  you. 

[The  statement  follows:] 

Prepared  Statement  of  Kenneth  W.  Kizer 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  have  this  oppor- 
tunity to  discuss  the  status  of  our  efforts  to  restructure  the  Veterans  Health  Admin- 
istration (VHA).  As  you  know,  our  goal  is  to  ensure  that  the  veterans  health  care 
system  provides  good  health  care  value. 

Last  March  we  provided  Congress  with  our  plan,  "Vision  for  Change,"  to  put  in 
place  a  new  structure  for  the  system  that  would  improve  the  accessibility  of  VA 
health  care,  improve  the  quality  of  this  care,  increase  the  efficiency  with  which  we 
provide  care,  and  establish  accountability  for  outcomes  and  bottom-line  results.  Be- 
cause of  existing  statutory  requirements,  we  were  delayed  in  implementing  the  plan 
until  after  September  1995. 

We  are  now  in  the  final  throes  of  the  initial  implementation  of  the  infegrated 
service  network  structure.   Before  reporting  on  our  progress  to-date,   perhaps  I 
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should  briefly  review  why  we  are  re-engineering  the  veterans  health  care  system 
and  take  a  moment  to  outline  the  basic  objectives  of  the  "new  VA." 

As  a  result  of  technological  advances,  economic  factors,  the  rise  of  managed  care, 
and  a  variety  of  other  things,  there  have  been  profound  changes  in  recent  years  in 
how  health  care  is  delivered.  There  has  been  a  shift  away  from  inpatient  care  and 
a  dramatic  rise  in  ambulatory  or  outpatient  care.  For  example,  the  majority  of  sur- 
gery is  now  performed  on  an  outpatient  basis.  Likewise,  chemotherapy  for  cancer 
is  now  routinely  administered  on  an  outpatient  basis.  Many  complex  medical  condi- 
tions previously  requiring  hospitalization  for  intravenous  antibiotics  or  other  treat- 
ment are  now  routinely  treated  at  home  or  in  outpatient  settings. 

I  believe  all  of  these  developments  are  driven  by  the  quest  for  value  in  health 
care.  People  simply  want  more  return  on  their  health  care  dollar  investment.  In  the 
last  couple  years,  the  VA  has  implemented  many  private  sector  innovations,  but  it 
still  trails  the  private  sector  in  some  important  areas.  Several  reports  on  VA  health 
care  in  recent  years  have  consistently  found  that  the  VA  needs  to  become  more  flexi- 
ble, more  customer-focused,  more  decentralized,  and  more  cost-eflective. 

The  foundation  for  accomplishing  these  changes  in  the  veterans  health  care  sys- 
tem is  the  operationalization  of  the  22  Veterans  Integrated  Service  Networks 
(VISN),  supported  by  a  reconfigured  national  headquarters  and  other  infrastruc- 
tures. 

As  an  integrated  system  of  care,  the  new  VISN  structure  will  emphasize  the  pool- 
ing of  resources,  outpatient  and  primary  care,  partnerships  and  customer  service. 
A  premium  will  be  placed  on  improved  patient  services,  rigorous  cost  management, 
process  improvement  and  outcomes.  Emphasis  will  be  placed  on  the  integration  of 
ambulatory  care  and  acute  and  extended  inpatient  services  to  provide  a  coordinated 
continuum  of  care.  Redundant  administrative  structures  and  processes  will  be  elimi- 
nated. Each  layer  or  process  in  the  new  organization  will  be  expected  to  add  value 
to  the  delivery  of  services. 

Field  units  and  senior  managers  will  be  held  accountable  for  measurable  improve- 
ments to  the  veterans  heailth  care  system.  The  resulting  efficiencies  should  allow 
VHA  to  invest  in  new  ways  of  providing  high  quality,  efficient  care  to  better  meet 
our  veterans'  needs  and  expectations. 

Since  the  Congressional  report  and  wait  period  for  our  major  reorganization  was 
completed  in  September  1995,  we  have  been  actively  pursuing  the  restructuring  of 
the  Veterans  Health  Administration  as  we  first  descrioed  it  in  "\^ision  for  Change" 
in  March  1995.  To-date,  we  have  accomplished  the  following: 
— ^The  staff  of  the  four  regions  are  being  outplaced,  and  the  22  VISN's  are  hiring 
their  key  staff  and  support.  Nine  networks  are  now  fully  operational  with  line 
authority  and  the  rest  are  expected  to  be  operational  during  the  next  few  weeks. 
— The  new  headquarters  organization  became  effective  in  November  1995,  and  re- 
cniitment  of  the  new  executive  team  is  well  underway.  We  have  also  completed 
an  unprecedented  25  percent  reduction  in  the  headquarters  staffing  level  to  ap- 
proximately 600.  We  will  soon  be  reallocating  the  remaining  headquarters  staff" 
to  make  sure  we  are  maximizing  the  support  we  can  provide  the  field  with  a 
reduced  headquarters  staff. 
— We  have  made  substantial  progress  on  the  development  of  performance  agree- 
ments for  the  Network  directors  and  other  executive  staff.  The  special  program 
offices  have  proposed  performance  measures  for  their  programs  that  have  oeen 
widely  reviewed  by  external  stakeholders.  We  expect  to  issue  final  measures  to 
the  field  very  shortly.  Substantial  work  has  also  been  done  in  developing  per- 
formance measures  for  other  programs,  such  as  ischemic  heart  disease.  Promul- 
gation of  clinical  pathways  and  practice  guidelines  have  also  been  a  high  prior- 
ity. 
Mr.  Chairman,  VA's  new  vision  and  the  strategic  principles  that  are  guiding  the 
restructuring  of  the  VA  health  system  have  been  articulated  in  a  variety  of  publica- 
tions, presentations,  and  other  forums.  A  document  that  collates  all  this  into  one 
source  has  been  drafted  and  should  be  finalized  in  the  near  future. 

Although  our  efforts  to  restructure  VA  health  care  were  delayed  by  Congressional 
report-and-wait  requirements,  we  expect  to  achieve  significant  savings  in  fiscal  year 
1996.  While  the  22  VISN's  are  just  now  coming  on-line  and  have  limited  time  to 
create  efficiencies  during  this  fiscal  year,  the  following  are  examples  of  our  efforts 
to  achieve  savings  this  past  year: 
— Two  thousand  two  hundred  ninety-four  hospital  beds  were  closed.  This  is  equiv- 
alent to  12  or  13  community  hospitals. 
— The  management  of  18  VA  medical  centers  are  being  integrated  into  eight  con- 
solidated facilities  that  will  both  improve  efficiency  and  provide  a  more  coordi- 
nated continuum  of  care  for  patients  in  their  respective  service  areas.  Addi- 
tional management  consolidations  will  be  announced  in  the  weeks  ahead. 
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— Starting  at  less  than  10  percent  at  the  end  of  1994,  over  40  percent  of  all  our 
patients  are  now  enrolled  in  primary  care  programs.  All  should  be  enrolled  by 
the  end  of  1997. 
— In  1995,  39  percent  of  all  surgical  and  invasive  diagnostic  procedures  were  per- 
formed on  an  ambulatory  basis.  Less  than  5  percent  were  done  this  way  in 
1992. 
— Starting  with  less  than  10  percent  of  facilities  having  them  in  place  at  the  end 
of  1994,  almost  90  percent  of  VA  facilities  have  now  established  telephone  liai- 
son care  programs  to  more  effectively  serve  their  patients. 
— In  1995,  VA  outpatient  clinic  visits  increased  by  2.4  million — a  9.3  percent  in- 
crease. This  compares  with  about  3  percent  in  the  private  sector. 
— Fifteen  new  access  points  for  veterans  care  are  being  established  with  no  in- 
creases in  our  budget. 
— VA  established  four  fully  automated  Consolidated  Mail  Outpatient  Pharmacy 
(CMOP)  operations  during  1994  and  1995  and  will  activate  three  additional 
units  during  fiscal  years  1996  and  1997.  CMOP  productivity  exceeds  50,000  pre- 
scriptions per  employee  compared  to  20,000  in  non-automated  settings.  Annual 
savings  are  over  13  million  and  both  the  quality  and  convenience  of  service  has 
improved.  VA's  cost  to  dispense  an  outpatient  prescription  is  approximately  50 
percent  of  private  sector  costs. 
— We  have  largely  completed  implementation  of  a  pharmaceutical  prime  vendor 

program  that  will  save  $20  million  a  year. 
An  important  assumption  underlying  our  plans  for  fiscal  year  1996  and  beyond 
was  that  Congress  would  enact  budget  neutral  outpatient  eligibility  reform,  and  pro- 
vide additional  sharing  and  contracting  flexibility.  These  new  authorities  are  critical 
to  our  efforts  to  restructure  the  VA  to  provide  state-of-the-art  health  care.  If  we  are 
to  transition  the  VA  system  from  a  hospital-based  to  a  more  efficient  ambulatory- 
based  system,  then  we  must  have  the  basic  supporting  authorities  to  allow  full  use 
of  outpatient  care  and  to  allow  us  to  establish  community  networks  of  care  providers 
that  are  more  accessible  to  our  patients. 

We  do  not  agree  with  those  people  who  argue  that  eligibility  reform  will  increase 
overall  VA  health  care  costs.  We  have  reviewed  their  concerns  and  their  methodolo- 
gies, and  we  feel  very  confident  that  we  can  effectively  manage  care  utilizing  new 
technologies  and  best  practice  patterns  that  are  prevalent  in  the  private  sector.  In- 
deed, if  we  are  going  to  live  with  the  constrained  dollars  that  will  be  available  in 
the  future,  we  must  have  the  legal  authority  to  provide  care  in  the  most  cost  effi- 
cient setting. 

VA's  current  eligibility  rules  impose  many  barriers  which  impede  progress  toward 
achieving  this  strategic  direction.  For  many  chronically  ill  veterans,  lack  of  or  frag- 
mented preventive  and  acute  outpatient  care  exacerbate  their  health  problems.  Yet 
this  occurs  because  of  the  current  eligibility  rules.  The  eligibility  rules  for  outpatient 
care  are  difficult  to  understand  and  have  been  interpreted  inconsistently  in  different 
hospitals.  No  current  health  care  system  or  health  plan  would  continue  to  promote 
inpatient  care  when  cost-effective  outpatient  alternatives  generate  better  outcomes 
for  both  the  patient  and  the  system. 

VA's  analysis  of  its  current  practice  patterns  suggests  that  a  portion  of  nonacute 
inpatient  admissions,  which  are  encouraged  by  current  VA  eligibility  criteria,  can 
be  shifted  to  other  more  appropriate  settings.  We  believe  that  over  a  two-year  pe- 
riod, VA  could  achieve  a  snift  of  20  percent  of  its  current  inpatient  admissions  to 
outpatient  services. 

Mr.  Chairman,  I  appreciate  your  support  of  budget  neutral  eligibility  reform  and 
ask  for  your  continuing  support  of  our  efforts  to  restructure,  reinvent  and  reinvigo- 
rate  the  veterans  medical  care  program. 

MANAGEMENT  SAVINGS  NOT  REPORTED  IN  BUDGET 

Senator  Bond.  Thank  you  very  much,  Dr.  Kizer.  We  shall  note 
your  recommendations  of  congressional  action.  We  are  supposed  to 
be  an  appropriating  committee.  On  occasion,  where  necessary,  we 
have  stepped  over  the  line  into  authorizing  legislation,  usually  with 
great  shock  and  concern  and  amazement  of  the  authorizing  com- 
mittees, so  we  always  like  to  give  them  the  first  crack  at  it.  We 
will,  on  occasion,  do  whatever  we  think  is  appropriate  in  appropria- 
tions measures.  I  believe  that  you  are  moving  in  the  right  direc- 
tion. I  do  agree  with  you  that  there  is  congressional  authorization 
or  direction  needed. 
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You  have  given  an  impressive  listing  of  efficiency  measures  re- 
cently implemented.  I  note  that  none  of  the  measures  were  in- 
cluded in  the  fiscal  year  1996  budget  request,  but  can  you  estimate 
the  total  cost  savings  associated  with  these  activities  that  you  have 
described? 

Dr.  KlZER.  No,  sir;  I  cannot.  And  my  general  practice  is  not  to 
give  numbers  that  I  cannot  provide  some  good  evidentiary  base  to 
support.  0MB  has  had  that  same  question  and  has  wanted  some 
of  that  same  information.  Quite  candidly,  though,  as  we  are  in  this 
transition  phase  I  would  be  very  reluctant  to  give  you  any  specific 
number  for  fear  that  it  might  take  on  a  life  of  its  own.  At  this 
point,  I  do  not  know  that  we  would  have  a  sufficient  evidentiary 
base  to  support  it. 

I  do  believe  that  there  are  very  significant  savings  that  can  be 
achieved,  and  we  are  rapidly  trying  to  make  those  happen.  As  we 
build  this  database  I  think  it  will  become  more  clear  what  the  glob- 
al number  will  be. 

Senator  Bond.  These  things  were  not  included  in  the  fiscal  year 
1996  budget  proposal,  were  they? 

Dr.  KlZER.  No;  not  in  the  sense  that  we  have  laid  them  out  here. 
Frankly  things  are  happening  at  a  much  more  rapid  rate  than  the 
budget  process.  The  1996  budget  was  being  worked  on  when  I 
joined  the  Department,  a  little  over  1  year  ago.  The  process  just  did 
not  allow  for  these  things  to  be  taken  into  consideration.  I  would 
add  on  somewhat  of  an  editorial  note  that  one  of  the  problems  that 
you  all  have,  and  indeed  we  have  as  well,  is  that  many  of  the  re- 
ports and  views  of  the  VA  are  predicated  on  information  that  goes 
back  to  1991-93.  Yet  the  VA  world  has  changed  dramatically  in  the 
last  6  months,  and  certainly  in  the  last  12  months.  An3rthing  that 
antedates  January  1995  has  to  be  viewed  as  something  that  may 
well  be  out  of  date. 

PATIENT  CARE  UNDER  CONTINUING  RESOLUTIONS 

Senator  Bond.  We  had  heard  reports  that  if  the  Congress  is  not 
able  to  provide  the  full  budget  increase  that  there  would  be  tens 
of  thousands  of  patients  turned  away  from  the  VA.  Obviously,  since 
October  1  the  VA  has  been  operating  under  the  continuing  resolu- 
tion at  less  than  the  budget  request.  Can  you  tell  me  how  many 
patients  who  were  being  cared  for  in  the  VA  during  fiscal  year 
1995  have  been  denied  care  this  year? 

Dr.  KlZER.  No,  sir;  I  am  not  able  to  give  you  that  figure.  And  as 
far  as  we  know,  we  are  doing  our  best  to  continue  to  meet  our  on- 
going workload. 

Senator  BOND.  So  you  are  meeting  the  workload  despite  the 
budgetary  constraints? 

Dr.  KiZER.  Overall  in  the  system,  as  I  say,  we  are  striving  to  do 
that.  That  is  not  to  say  that  at  individual  facilities  there  may  not 
be  some  disruptions  in  care. 

Senator  Bond.  Well,  we  hope  very  much  to  be  able  to  present  you 
with  an  appropriations  bill.  We  put  in  a  lot  of  work  and  passed  the 
bill  out  of  the  committee  this  week,  and  as  we  were  passing  it  and 
amending  it  we  heard  it  was  going  to  be  vetoed.  So  I  cannot  offer 
much  encouragement  in  the  likelihood  of  getting  a  measure  signed 
into  law. 
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Let  me  turn  now  to  my  distinguished  colleague  from  Montana, 
Senator  Burns.  Do  you  have  some  questions? 

PEW  STUDY  AND  HIRING  MEDICAL  RESIDENTS 

Senator  BURNS.  I  have  a  couple,  and  it  just  happened  that  she 
handed  me  a  couple  of  questions  that  we  had  on  our  list  this  morn- 
ing for  Dr.  Kizer. 

Dr.  Kizer,  I  am  interested  in  the  Pew  study,  and  the  amount  of 
residencies  that  are  coming  into  the  VA.  And  I  was  really — I  did 
not  know  that  we  had  provided  that  many  residencies  of  students 
coming  out  of  med  school. 

Dr.  Kizer.  Well,  many  people  are  unfamiliar  with  the  fact  that 
the  VA  is  the  largest  provider  of  graduate  medical  education  in  this 
country.  Approximately  10  percent  of  all  residencies  in  the  country 
are  sponsored  by  the  VA.  Approximately  34,000  or  so  residents  ro- 
tate through  the  VA  each  year,  and  about  60  percent  of  physicians 
in  this  country  received  some  or  all  of  their  training  via  the  VA. 

Senator  BURNS.  Well,  I  am  interested  in  that  because  my  daugh- 
ter is  graduating  next  spring  from  medical  school  at  the  University 
of  Washington  in  Seattle.  And  she  had  done  a  clinical  rotation  in 
your  hospital  in  Seattle.  And  so  I  was  interested  in  hearing  her 
comment  on  the  quality  of  care,  and  although  she  was  chided  for 
her  bedside  manners  because  she  sort  of  chewed  out  an  inpatient 
and  said  as  long  as  you  smoke  them  cigarettes  there  ain't  nobody 
can  help  you.  And  the  doctor  kind  of  brought  her  back  down  to 
earth  and  he  said  you  have  got  to  take  care  of  them  as  they  are. 
Do  not  try  to  change  them.  But  you  know  how  that  is. 

Also  in  that  area,  and  you  will  probably  get  this  young  woman, 
do  you  all  ever  visit  with  HCFA? 

Dr.  Kizer.  We  do,  although  I  am  told  that  when  I  went  and  sat 
down  with  Dr.  Vladik  and  his  key  staff  a  few  months  ago  it  was 
the  first  time  that  that  had  ever  happened.  But  we  do  have  ongoing 
dialog  with  them.  And  let  me  just,  if  I  may,  take  the  opportunity 
to  say  a  few  things  in  this  regard,  because  one  of  the  things  that 
strikes  me  as  curious,  both  as  a  provider  and  as  a  taxpayer,  is  why 
HCFA  does  not  view  VA  with  a  little  more  enthusiasm  than  it 
does.  I  have  read  GAO  studies  that  say  Medicare  is  paying  30,  40, 
even  58  times  as  much  for  surgical  dressings  as  the  VA.  When  we 
know  that  we  are  getting  24  percent  or  more  below  the  next  cheap- 
est provider  for  our  pharmaceutical  products;  and  when  we  know 
that  the  average  urban  hospital  is  making  6.6  percent  profit  off 
Medicare.  Go  down  the  list  of  things.  I  would  think  that  VA,  and 
certainly  the  new  VA  that  we  are  putting  in  place,  should  become 
a  very  attractive  provider  for  any  entity  that  is  trying  to  stretch 
taxpayer  dollars. 

HEALTH  CARE  ACCESS  IDENTIFICATION  CARDS 

Senator  Burns.  You  hit  the  nail  on  the  head.  I  am  on  the  Aging 
Committee,  and  you  hear  some  real  stories  when  you  make  some 
comparisons.  I  want  to  congratulate  you  on,  I  wish  you  were  on 
their  board  of  directors,  to  be  right  honest  with  you.  I  think  they 
could  use  a  little  of  your  expertise. 

With  that  in  mind,  it  has  been  my — where  we  in  Montana,  and 
I  want  to  draw  this  down  specifically,  we  have  Fort  Harrison,  and 
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that  is  about  it.  In  other  words,  the  Miles  City  faciHty  is  a  good 
facility,  although  it  is  downsizing.  And  we  know  that  the  number 
of  veterans  keep  falling  every  year.  We  are  aware  of  those  things. 
But  in  those  areas  where  we  have  a  lot  of  dirt  between  light  bulbs, 
and  transportation  becomes  a  factor  in  medical  services,  especially 
in  the  outpatients,  are  we  doing  something  about  where  a  veteran 
can  have  a  card  and  go  to  his  hospital  in  Glascow,  MT,  and  not  all 
the  way  to  Fort  Harrison  for  his  outpatient  services?  Are  we  doing 
things  in  that  area? 

Dr.  KlZER.  Let  me  comment  on  a  couple  of  things.  One  of  the 
things  that  I  found  somewhat  striking  when  I  first  joined  VA  was 
that  we  did  not  have  a  universal  access  card  for  our  patients.  That 
is  rapidly  being  fixed.  On  Monday  I  will  be  in  Charleston  kicking 
off  the  debut  of  a  universal  identification  and  access  card  to  the 
VA.  It  is  not  truly  a  smart  card,  but  it  does  have  some  information 
embedded  in  it.  We  cannot  go  full  bore  from  nothing  to  full  imple- 
mentation, so  we  have  six  pilot  projects  that  will  run  for  a  few 
months  to  work  out  the  bugs  before  we  go  national  with  this  uni- 
versal access  and  identification  card.  But  in  a  word,  that  will  fix 
the  problem  that  you  are  talking  about. 

The  second  thing,  in  fact,  two  other  things  I  would  quickly  note. 
Montana  is  a  very  good  example  of  some  of  the  benefits  that  should 
become  manifest  through  the  VISN  or  network  concept.  As  we  look 
at  how  we  can  pool  our  resources  across  large  geographic  areas  to 
better  serve  those  populations,  one  of  the  things  that  we  are  look- 
ing at  are  more  access  points,  or  places  where  people  can  get  their 
care  without  having  to  drive  2  hours,  6  hours,  or  8  hours,  for  their 
appointment.  These  may  be  contractual  relationships  with  private 
sector  providers  or  out-stationing  VA  personnel.  There  are  any 
number  of  different  arrangements  by  which  this  might  be  done. 
Montana  should  be  a  good  example  of  some  of  the  things  we  hope 
to  accomplish. 

TELEMEDICINE 

The  third  point  I  would  make  here  involves  telemedicine.  Tele- 
medicine  promises  to  be  of  great  benefit  for  areas  like  Montana. 
For  example,  a  new  project  just  went  on  line  a  few  weeks  ago  be- 
tween the  VA  Medical  Center  in  Milwaukee  and  Iron  Mountain, 
MI,  which  is  a  rural  area,  using  telepathology.  Using  this  tech- 
nology, a  frozen  section  surgical  specimen  at  the  Iron  Mountain  fa- 
cility, where  they  do  not  now  have  a  pathologist,  can  be  read  in 
real  time  by  a  pathologist  hundreds  of  miles  away  in  Milwaukee. 
This  sort  of  telemedicine  bridge  allows  us  to  stretch  our  personnel 
in  ways  that  were  not  possible  before.  We  are  looking  at  expanding 
teleradiology,  telepathology,  and  other  telemedicine  venues  as  rap- 
idly as  we  can. 

Senator  Burns.  Well,  I  am  very  familiar  with  that  because  I 
worked  on  the  telecommunications  bill.  I  have  since  1989,  when  I 
came  into  office  here.  And  what  drove  me  to  that  particular  issue 
is  distances  like  in  our  State.  And  it  also  works  in  areas  not — 
maybe  they  do  not  have  as  big  an  area  as  we  do,  but  I  know  that 
Senator  Bond  and  the  State  of  Missouri,  they  have  the  same  type 
of  situations  where  you  have  areas  that  are  very  remote,  and  trans- 
portation and  public  transportation  is  not  what — and  they  have  to 
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rely  on  that.  Most  of  our  elderly  veterans  have  to  rely  on  public 
transportation.  I  am  concerned  about  them,  and  to  make  sure  that 
they  have  access.  And  that  is  why  I  asked  that  question. 

So  I  appreciate  what  you  are  trying  to  do.  And  I  do  not  want  to 
undermine  the  infrastructure  of  the  VA.  But  I  also  want  to  make 
sure  that  our  people,  the  primary  purpose  or  our  thrust,  should  be 
the  care  and  providing  health  care  for  our  veterans.  That  should 
be  No.  1  as  we  look  at  the  overall  picture.  So  I  thank  you  for  your 
dedication  to  this. 

Dr.  KlZER.  Thank  you,  sir. 

TRANSITION  FROM  INPATIENT  TO  OUTPATIENT  CARE 

Senator  Bond.  Thank  you.  Senator  Bums. 

Dr.  Kizer,  at  a  March  1995  groundbreaking  you  said  that  the  role 
of  the  hospital  has  markedly  changed,  and  it  will  not  be  that  many 
years  before  the  hospital  will  be  a  large  ICU  taking  care  of  only 
the  sickest  patients  and  most  complicated  problems.  All  other  med- 
ical care  will  be  provided  via  outpatient  clinics,  at  home,  or  in  var- 
ious types  of  extended-care  facilities,  closed  quotes.  I  think  that  is 
right  on  the  mark.  VA,  however,  has  been,  and  still  is  basically,  a 
hospital-based  system.  How  do  you  see  that  transition  being  made? 

Dr.  KlZER.  Well,  obviously,  we  have  to  expand  our  outpatient  ca- 
pacity as  we  move  forward  if  we  are  going  to  continue  to  provide 
care.  So  we  are  in  this  period  of  transition  where  we  are  trying  to 
increase  our  outpatient  capacity  within  a  fixed  budget.  We  believe 
that  this  is  doable,  and  we  have  had  many  discussions  with  your 
staff  and  others  as  to  how  to  accomplish  it. 

Hospitals  are  going  to  be  downsizing.  We  closed  2,409  beds  this 
past  year  and  we  expect  we  will  see  the  same  if  not  a  greater  num- 
ber of  beds  closed  in  fiscal  year  1996.  The  role  of  the  hospital  is 
fundamentally  changing,  and  we  cannot  provide  or  continue  to  pro- 
vide care  unless  we  have  options.  And  so  much  of  the  discussion 
that  we  have  had  with  your  staff  and  with  you  and  other  members 
of  Congress  is  about  giving  us  the  options  to  do  it. 

The  statutes  that  guide  the  VA  really  skew  it  to  being  a  hospital- 
based  system.  What  we  would  like  is  the  ability  to  provide  care  in 
whatever  setting  that  is  most  appropriate  to  the  patient's  needs.  If 
care  can  be  provided  at  home,  in  an  outpatient  setting,  in  some  sort 
of  extended  care  or  residential  care  facility,  or  in  some  other  ven- 
ture, as  opposed  to  in  an  expensive  acute-care  hospital  bed  then  we 
would  like  to  be  able  to  do  that. 

Senator  Bond.  You  have  acted  rather  boldly  in  the  operational 
change,  moving  control  away  from  the  172  hospitals  that  have  been 
described  as  fiefdoms,  and  are  you  encountering  resistance  to  these 
changes? 

Dr.  KlZER.  Well,  I  think,  by  and  large,  our  work  force  recognizes 
the  essentiality  of  change.  Having  said  that,  though,  I  would  say 
that  not  everyone  fully  endorses  everything  that  we  have  embarked 
upon. 

SUCCESS  for  NEW  REORGANIZATION 

Senator  Bond.  The  VA  has  had  organizational  restructuring  in 
the  past.  Why  do  you  think  this  one  is  going  to  be  more  successful? 
What  is  the  secret  that  you  have  learned? 
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Dr.  KlZER.  Because  this  is  the  right  one.  [Laughter.] 

Senator  Bond.  The  others  were  not? 

Dr.  KlZER.  The  others  were — I  do  not  know  that  I  can  really  com- 
ment, since  I  was  not  part  of  the  organization  then.  Going  back  to 
the  question  you  asked  me  before.  One  of  the  problems,  quite  can- 
didly, in  working  with  a  large  work  force  of  over  200,000  people  is 
that  they  have  seen  proposed  reorganizations  before,  and  some  of 
them  are  wondering  if  this,  too,  will  pass. 

But  I  think  there  are  some  differences  in  how  this  one  is  being 
done.  It  fundamentally  changes  the  incentives  and  the  mindset  by 
which  care  will  be  provided.  It  was  done  in  a  much  more  partic- 
ipatory and  open  mode,  and  we  solicited  broad-based  input  from 
the  field,  as  well  as  outside  the  VA,  in  developing  the  proposal. 
Quite  candidly,  based  on  my  experience  in  the  private  sector,  as 
well  as  with  State  government  level,  this  is  what  everybody  else  is 
trying  to  do.  The  VA  actually  has  a  unique  ability  to  do  what  oth- 
ers would  like  to  do  because  we  have  so  many  elements  of  an  inte- 
grated system  already  in  place,  including  our  physician  work  force; 
we  have  the  array  of  capital  assets,  including  nursing  homes,  clin- 
ics, and  hospitals,  that  can  form  integrated  service  networks.  We 
actually  have  some  advantages  that  other  organizations  do  not 
have.  We  are  trying  to  capitalize  on  this  as  quickly  as  possible. 

NETWORK  DIRECTORS  ACCOUNTABILITY 

Senator  Bond.  The  testimony  to  be  presented  by  GAO  today  says 
VA's  system  bears  few  of  the  risks  associated  with  inefficient  oper- 
ating practices,  and  has  little  economic  incentive  to  reduce  costs. 
Historically,  VA's  central  office  put  little  pressure  on  facilities  to 
treat  patients  in  the  most  cost-effective  manner,  closed  quote.  What 
kind  of  benchmarks  are  you  going  to  use  to  assess  the  effectiveness 
of  network  directors?  How  are  you  going  to  hold  them  accountable 
for  their  performance,  and  what  role  do  you  see  the  headquarters 
playing  in  overseeing  the  VISN's? 

Dr.  KlZER.  The  fundamental  vehicle  that  we  are  going  to  use  to 
hold  our  network  directors  accountable  is  a  performance  contract. 
We  are  rapidly  coming  to  closure  on  those  first  performance  con- 
tracts for  the  network  directors.  There  are  a  couple  of  problems 
that  we  have  encountered  in  developing  these,  and  one  is  whether 
our  data  bases  are  good  enough  to  hold  people  accountable — indeed 
hold  them  accountable,  in  essence,  for  their  job.  If  the  data  you  use 
is  not  good  enough,  then  the  contract  is  not  fair.  As  we  have  pur- 
sued this  and  closely  examined  some  of  our  data  bases,  we  have 
found  it  is  not  as  good  as  what  I  had  hoped  for  in  some  cases.  We 
are  trying  to  use  parameters  by  which  we  have  very  solid  data,  and 
then  improve  the  data  in  those  other  areas  so  that  additional  per- 
formance measures  can  be  used  in  the  future.  We  will  be  using  fis- 
cal measures,  quality  of  care  measures,  customer  service  measures, 
as  well  as  accessibility  measures  in  these  performance  contracts. 

As  I  indicated  earlier,  Congress  could  be  helpful  by  working  with 
us  to  develop  ways  in  which  accountability  could  be  strengthened 
over  what  it  is  right  now,  because  there  are  some  limitations  in  the 
system. 
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Senator  Bond.  I  am  very  pleased  we  have  been  joined  by  my  dis- 
tinguished ranking  member,  who  has  overcome  the  weather  and 
travel  problems.  Senator  Mikulski,  congratulations  on  making  it. 

Senator  Mikulski.  Senator  Bond,  getting  here  was  like  getting 
an  appropriations  bill.  [Laughter.] 

We  had  a  great  deal  of  will,  and  then  we  ran  into  a  hell  of  a  lot 
of  potholes  and  backups  on  the  way.  [Laughter.] 

I  have  a  statement  that  I  wanted  to  just  include  in  the  record. 

Senator  Bond.  We  would  be  happy  to  include  your  full  state- 
ment. 

[The  statement  follows:] 

Prepared  Statement  of  Barbara  A.  Mikulski 

I  look  forward  to  these  hearings  on  the  reorganization  of  the  VA's  health  care  de- 
livery system.  Since  the  VA  was  founded,  we  have  fought  a  World  War,  a  Cold  War 
and  a  Gulf  War.  Each  conflict  has  created  a  new  generation  of  veterans  with  their 
own  unique  medical  needs. 

Last  year,  we  celebrated  the  50th  anniversary  of  the  end  of  World  War  II.  To  the 
G.I.  Joe  generation,  we  said  thank  you  again.  And,  thank  you  to  all  of  the  men  and 
women  who  fought  and  died  defending  this  nation.  These  soldiers  and  sailors  have 
become  our  veterans. 

We  have  a  sacred  contract  with  our  veterans  that  we  cannot  break.  A  promise 
made  must  be  a  promise  kept.  We  have  no  higher  responsibility  than  to  provide  the 
medical  care  that  is  due  our  veterans.  Despite  all  of  the  criticisms,  the  VA  has  be- 
come indispensable  to  our  veterans.  We  can  never  abandon  our  responsibility  to  pro- 
vide the  best  possible  care  to  our  veterans — it  is  our  responsibility  to  do  nothing 
less. 

Unfortunately,  we  now  find  ourselves  engaged  in  a  debate  that  is  forcing  the  VA, 
as  well  as  the  Congress,  to  make  some  very  difficult  decisions.  The  need  to  cut  costs 
and  save  money  is  driving  a  new  agenda  for  the  VA.  But  this  new  agenda  can  be 
an  opportunity  for  the  VA  and  for  the  Congress.  We  must  look  for  new  solutions 
and  new  ideas  instead  of  clinging  to  old  ways  of  doing  business. 

However,  as  we  look  to  reduce  costs  to  the  taxpayer,  we  must  not  reduce  the  qual- 
ity of  care  to  our  veterans.  Improving  quality  and  efficiency  should  be  our  guiding 
principles,  not  simply  cutting  costs.  If  we  are  not  careful,  saving  a  buck  in  the  short 
term  could  cost  us  bigger  bucks  in  the  long  term. 

For  example,  the  VA  is  engaged  in  valuable  medical  research  for  VA  clients.  This 
specialized  research  can  lead  to  improvements  in  the  quality  of  care  that  can  have 
wide  application  in  the  private  sector — especially  in  the  field  of  geriatrics. 

In  addition,  we  cannot  separate  the  debate  over  VA  health  care  from  the  debates 
over  Medicare,  Medicaid  and  health  insurance  reform.  Draconian  cuts  to  Medicare 
and  Medicaid  could  have  a  significant  impact  on  the  VA  health  care  system. 

We  must  proceed  cautiously  when  so  much  is  at  stake.  The  VA  and  the  Congress 
need  to  be  guided  by  a  strategic  plan  for  improving  the  quality  of  health  care  while 
utilizing  new  management  strategies,  such  as  decentralizing  decision-making  au- 
thority, to  save  money  for  the  taxpayer. 

I  know  the  VA  has  begun  to  make  some  changes  to  become  more  efficient  and 
I  look  forward  to  hearing  about  this  process.  I  want  a  better  VA,  a  more  efficient 
VA,  and  a  VA  that  takes  care  of  our  veterans. 

Senator  MiKULSKl.  Dr.  Kizer,  we  are  just  delighted  that  you  are 
here,  and  the  leadership  that  you  assume,  you  come  with  such  a 
great  background,  and  both  not  only  as  a  physician  and  board  spe- 
cialties, but  also  your  background  in  public  health  and  administra- 
tion. 

Dr.  KlZER.  Thank  you.  Senator. 

Senator  Mikulski.  I  will  bet  you  have  been  surprised  at  what 
you  have  found. 

Dr.  KiZER.  In  some  cases  I  have  been  very  pleasantly  surprised, 
and  in  other  cases,  not  so. 
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RESOURCE  CAPITATION 


Senator  MiKULSKl.  Well,  I  think  where  we  are  now,  and  this  then 
goes — I  do  not  want  to  duplicate  any  of  the  chairman's  questions, 
but  I  think  what  we  are  trying  to  figure  out  here  is  how  to  get  1 
dollar's  worth  of  veterans  health  services  and  medical  services  for 
1  dollar's  worth  of  taxes.  And  our  VA  medical  system  was  based 
on  both  the  World  War  I  and  the  World  War  II  model.  And  on  the 
50th  anniversary  of  the  GI  Joe  generation,  we  have  to  look  back 
at  that  model  no  more  than  we  would  run  a  Mercy  hospital  in  Bal- 
timore or  a  University  of  Maryland  Hospital  in  Baltimore.  On  that 
1950  model,  people  would  be  outraged,  as  well  as  clinicians,  if  we 
tried  to  do  it.  We  need  to  make  our  VA  as  contemporary  as  our  so- 
ciety, and  I  think  that  is  what  you  want  to  do.  Am  I  correct,  with 
your  capitation  and  looking  at  how  we  deal  with  utilization? 

Dr.  KlZER.  I  think  you  have  characterized  it  quite  nicely.  We  are 
trying  to  rapidly  bring  the  system  into  the  late  1990's  and  put  in 
place  a  system  that  will  work  in  the  21st  century. 

Senator  MiKULSKl.  Now,  one  of  the  tools  that  you  are  using  is 
capitation,  is  this  correct? 

Dr.  KlZER.  We  are  trying  to  get  to  capitation. 

Senator  MiKULSKl.  Could  you  tell  me  what  you  hope  to  do  with 
capitation,  and  what  you  think  will  be  some  of  the  positive  aspects, 
and  then  I  am  going  to  raise  some  questions  about  it. 

Dr.  KlZER.  In  brief,  capitation  is  an  equitable  way  of  allocating 
resources.  Currently,  and  I  do  not  think  this  will  shock  anybody, 
but  in  the  VA  right  now  resources  are  not  equitably  allocated 
around  the  system.  Some  folks  get  rewarded  for  things  that  may 
have  been  viewed  positively  in  the  past,  but  are  no  longer  consist- 
ent with  where  we  want  to  go.  It  should  not  cost  100  percent  more 
to  take  care  of  a  veteran  in  one  part  of  the  country  compared  to 
someplace  else  in  the  country.  Yes;  there  are  regional  differences 
in  the  cost  of  providing  care,  but  it  should  not  be  100  percent  or 
more,  which  is  the  case  in  VA. 

Capitation  would  provide  a  fixed  amount  of  funding  or  resource 
per  individual  taken  care  of.  It  provides  efficiency  incentives  that 
have  not  existed  in  the  system  before.  It  goes  back  to  one  of  the 
questions  that  Senator  Bond  was  asking:  How  do  you  encourage  or 
put  in  place  the  fiscal  responsibility  that  you  would  like  to  see,  and 
capitation  is  one  means  of  resource  allocation  methodology  that  is 
the  basis  for  much  of  what  is  going  on  in  managed  care.  So  that 
is,  in  essence,  where  we  are  going. 

Because  of  the  inequities  that  currently  exist,  though,  to  shift 
from  where  we  are  today  to  a  capitated  model  would  involve  some 
very  large  transfers  of  funding,  probably — well,  I  think  assuredly 
so  large  that  it  would  cause  major  disruptions  in  care  in  some  parts 
of  the  country.  And  so  we  are  trying  to  get  there  over  a  2-  to  3- 
year  period  by  using  something  which  we  call  blended  rates,  these 
will  take  us  incrementally  closer  to  capitation  funding  over  a  2-  to 
3-year  period. 

Having  said  that,  I  would  also  note  that  one  of  the  biggest  chal- 
lenges in  capitating  this  system  is  what  we  do  with  some  of  our 
special  emphasis  programs  and  our  special  populations,  whether 
this  be  spinal  cord  injury  or  blind  rehabilitation  or  some  of  the  oth- 
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ers.  There  is  not  a  model  in  the  private  sector  that  has  these  large 
numbers  of  patients  with  diabetes  that  are  so  essential  and  so  im- 
portant to  the  system  as  they  are  to  the  VA. 

So  we  are,  if  you  will,  going  to  have  to  write  the  textbook  on  how 
you  do  capitation  for  these  types  of  special  populations. 

CAPITATION  MODELS 

Senator  Mikulski.  Well,  I  understand  the  role  that  capitation  is 
playing  in  modern  health  care  delivery.  Let  me  raise  some  of  the 
concerns  that  I  have  about  it,  in  no  way  to  be  an  obstacle  to  it,  but 
I  think  we  need  to  look  at  what  it  will  be  and  where  it  will  take 
us. 

First,  the  population  that  uses  veterans  medical  care.  First  of  all, 
it  has  been  my  observation,  and  correct  me  if  I  am  wrong,  that.  No. 
1,  it  is  an  aging  population.  Therefore,  and  also,  VA  serves  a  sig- 
nificant indigent  population,  meaning  those  men  who  perhaps  work 
in  fields  that  do  not  have  health  insurance,  now  they  have  gotten 
older,  so  that  you  have  an  older  population,  and  one  that  when 
they  get  sick  they  have  many  complications.  So  they  are  sicker 
longer  and  it  takes  a  lot  just  to  medically  manage  them. 

Then,  at  the  same  time,  we  have  the  younger  population  of  men 
and  women  from  Vietnam  and  agent  orange  and  young,  and  then 
very  little  in  between.  And  now  we  have  a  whole  infrastructure 
based  on  acute  care,  and  a  Congress  that  loves  acute  care  facilities 
like  they  are  trophies. 

Dr.  KlZER.  I  did  not  say  that.  [Laughter.] 

Senator  MiKULSKl.  So  my  concern,  though,  with  capitation  is  if 
you  have  an  older  population  that  takes,  first,  more  time,  more 
clinical  time,  as  you  would  know;  medically  managed  usually,  it 
might  be  emphysema  combined  with  diabetes,  or  many  of  the 
things  that  you  could  even  tell  me  is  a  clinical  profile  coming  in; 
but  it  is  not  someone  young  and  fit  coming  in  with  a  recent  war 
injury.  So  the  question  is,  then,  is  capitation  unfair  because  it 
takes  so  much  to  provide  care  to  this  population? 

Dr.  Kjzer.  I  know  exactly  what  you  are  saying,  and  I  would  add, 
actually,  a  further  wrinkle  that  you  did  not  add  that  we  have  to 
take  into  consideration.  Unlike  other  plans,  our  resources  are  allo- 
cated and  records  have  been  kept  on  users  as  opposed  to  enrollees. 
If  you  are  Kaiser  Permanente  or  Oxford  or  HSI  or  whoever,  you  go 
on  the  basis  of  enrollees  and  amortize  your  risk  over  that  popu- 
lation to  get  your  capitated  rate.  Since  we  only  look  at  users,  and 
not  the  larger  population  of  enrollees — ^because  it  is  not  entirely 
clear  who  is  our  enrollee  population,  we  have  a  hard  time  deter- 
mining our  risk.  This  is  something  that  we  are  wrestling  with  right 
now. 

I  would  add  that  while  we  are  very  aware  and  cognizant  of  the 
concern  that  you  raise,  the  large  numbers  of  users  that  we  have 
across  the  country  and  across  the  system  tend  to  even  out  those 
needs  at  the  VISN  level.  As  we  apportion  our  resources  across  a 
population  of  a  VISN  or  a  network  with  50,000  to  100,000  patients, 
you  should  have  roughly  the  same  mix  of  older,  sicker  patients  and 
young  and  less  sick  folks  as  you  do  in  another  VISN. 

But  your  point  is  well  taken.  There  is  no  comparable  model  that 
you  can  look  to  in  the  private  sector  to  know  how  to  capitate  a  sys- 
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tern  like  this.  Because,  if  you  are  in  the  private  sector  when  you 
see  folks  such  as  so  many  of  our  patients  are,  you  send  them  to 
the  VA  or  the  county  hospitals. 

Senator  MiKULSKl.  So,  you  are  working  on  what  will  be  the  na- 
ture of  a  capitation  model  that  will  represent  the  population  to  be 
served  so  that  the  capitation  is  not  based  on  an  HMO  model,  if  I 
will,  or  even  an  HMO  rate,  because  that  tends  to  be,  first  of  all, 
suburban — a  younger,  more  suburban  population,  and  then  again, 
risk  is  spread  out  over  a  significant  pool  with  more  varied  demo- 
graphic characteristics;  am  I  right? 

Dr.  KlZER.  You  are  absolutely  right,  and  one  of  the  essential 
things  to  do  in  any  of  these  exercises  is  to  do  appropriate  risk  ad- 
justment. That  is  something  that  we  are  looking  at,  both  internally 
and  with  consultants,  to  help  us  to  determine  how  we  can  risk-ad- 
just our  population.  So  if  you  do  a  rate  comparison  or  a  benefits 
package  comparison,  you  do  so  on  an  apples  to  apples  type  of  com- 
parison, as  opposed  to  comparing  a  basically  young,  healthy  popu- 
lation and  what  it  costs  to  take  care  them  versus  an  older  popu- 
lation that  has  lots  of  chronic  diseases  and  are  homeless  and  have 
many  psychiatric  conditions,  et  cetera.  You  cannot  compare  those 
two  groups  and  come  out  even. 

Senator  Mikulski.  I  know  that  we  will  also  hold  another  hearing 
if  we  ever  get  to  the  fiscal  year  1997  appropriations  and  I  look  for- 
ward to  hearing  then  how  we  are  progressing  on  these  models  and 
I  am  sure  you  are  consulting  widely  with  people  in  the  field  outside 
of  the  VA;  am  I  correct? 

Dr.  KlZER.  That  is  correct. 

CONSTRUCTION  MANAGEMENT  REFORMS 

Senator  MiKULSKl.  One  of  the  things  that  has  come  up  from  time 
to  time,  of  course,  is  the  issues  around  construction  management. 
Could  you  tell  me  what  reforms  you  have  undertaken,  or  plan  to 
undertake,  in  that  area? 

Often,  we  end  up  constructing  acute  care  facilities  that  go  from 
modest  and  adequate  to  tajing,  and  I  call  it  the  tajing  effect.  It  is 
almost  like  the  Pentagon  mentality.  Everybody  comes  in  and  wants 
to  add  their  bell  and  whistle.  And  not  only  for  acute  care  but  long 
term,  the  long-term  care. 

I  would  just  give  you  an  example.  We  are  about  to  complete  a 
long-term  care  facility  in  Baltimore  on  the  site  of  where  an  acute- 
care  facility  was.  It  was  great  use  of  land,  much  needed  population. 
When  that  first  came  in.  Doctor,  I  will  tell  you  it  was  really  one 
snappy  place  and  this  is  in  no  way  to  minimize  what  the  vets  need 
and  the  guiding  principle  I  suggested  to  VA  was  build  the  kind  of 
facility  that  Cardinal  Keeler  would  build. 

Cardinal  Keeler,  using  philanthropic  dollars,  has  a  limited  budg- 
et, enormous  compassion  and  he  would  see  to  his  flock.  So,  we 
wanted  something  that  was  to  be  the  best  at  what  it  was  most 
needed  for,  make  use  of  architectural  and  technological  innovation, 
but  also  would  reach  a  reasonable  funding,  and  I  believe  we  did 
that. 

But  it  was  coming  in  almost  at  an  acute-care  level  until  we 
stepped  in.  It  was  a  shock  that  Members  of  Congress  asked  that 
but  do  you  see  what  I  am  getting  at? 
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Dr.  KiZER.  I  appreciate  your  concern  in  this  regard.  In  some 
cases  the  issue  has  become  moot  in  so  far  as  funding  is  not  being 
provided  for  new  faciUties.  The  largest  need  for  construction  funds 
in  the  future  will  be  for  renovations  and  modifications  of  existing 
facilities — converting  inpatient  space  to  ambulatory  surgery  suites 
or  ambulatory  clinic  space;  and  in  some  cases,  converting  acute 
care  to  long-term  care  wards  to  address  the  rapidly  aging  popu- 
lation that  we  have. 

Senator  MiKULSKl.  So,  you  see  a  lot  of  conversion? 

Dr.  KlZER.  I  would  see  that  as  probably  our  top  priority  as  we 
move  forward. 

Senator  Mikulski.  We  will  look  for  it  again,  and  following  those 
in  more  detail,  and  also,  the  populations  are  shifting  to  different 
States,  and  so  on. 

Mr.  Chairman,  I  know  Senator  Bennett  probably  has  other  ques- 
tions and  I  look  forward  to  really  working  with  you  on  how  we  real- 
ly meet  our  responsibilities  to  veterans,  and  yet,  get  costs  under 
control  using  some  contemporary  approaches. 

Thank  you. 

Dr.  KlZER.  Thank  you.  Senator.  It  is  a  pleasure  to  work  with  you. 

DECISION  SUPPORT  SYSTEM 

Senator  BOND.  Thank  you  for  your  questions.  Senator  Mikulski. 

Let  me  just  ask  one  question  before  I  turn  it  over  to  Senator 
Bennett.  You  were  talking  about  modernizing,  making  good  deci- 
sions, the  capitation  rates,  GAO  recently  reported  some  significant 
problems  with  the  decision-support  system,  the  computer  system.  I 
think  they  may  have  used  the  old  saw  in  the  computer  business, 
that  without  providing  complete  and  accurate  inputs  in  all  cases, 
they  were  getting  a  garbage  in,  garbage  out  situation. 

Are  you  getting  a  handle  on  that  and  can  you  really  make  these 
decisions  with  what  you  have  in  place  now  in  the  computer-based 
system? 

Dr.  KlZER.  Actually,  I  think  we  are  doing  quite  well,  now  in  the 
area  of  DSS.  It  has  had  some  problems,  as  you  noted.  However,  I 
think  we  are  on  a  good  track  now.  I  heard  a  presentation  earlier 
this  week  which,  frankly,  I  would  like  to  share  with  the  committee 
at  some  point.  I  think  you  will  see  that  being  able  to  make  proce- 
dure-by-procedure comparisons  of  the  cost  within  the  VA^  versus 
what  we  would  pay  on  a  contractual  basis  really  provides  the  sort 
of  management  tool  that  we  need. 

This  month,  I  expect  10  facilities  to  be  providing  us  that  sort  of 
information.  Sixty-eight  facilities  are  currently  in  some  phase  of 
implementing  DSS  and  we  will  get  the  rest  online  over  the  next 
couple  of  years. 

I  would  note,  based  at  least  upon  my  experience  outside  of  the 
VA,  that  this  particular  decision  support  system  is  a  very  good  one 
and  is  used  widely  across  the  country.  It  is  something  that  gets 
better  over  time.  In  the  private  sector,  a  facility  usually  plans 
about  an  18-month  implementation  period,  after  which  you  can 
probably  count  on  at  least  80  percent  of  the  data  being  good  and 
reliable,  in  some  cases  better,  but  that  over  time,  it  gets  better  as 
the  inputs  get  more  and  more  refined.  I  expect  that  we  will  have 
some  of  that  same  experience. 
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Senator  Bond.  Thank  you,  Dr.  Kizer. 
Senator  Bennett. 

STATEMENT  OF  ROBERT  F.  BENNETT 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

I  have  read  your  opening  statement  and  find  that  it  conforms 
with  my  own  attitudes  here  and  I  congratulate  you  for  the  way  in 
which  you  have  summarized  some  of  the  issues  here.  I  am  going 
to  take  advantage  of  Dr.  Kizer's  being  here  to  probe  with  him,  if 
I  may,  some  broader  health  care  questions. 

As  chairman  of  the  Republican  health  care  task  force,  I  am  try- 
ing to  wrestle  with  the  whole  issue  of  health  care  in  this  country 
and  find  the  VA  keeps  popping  up  in  those  discussions  as  either 
a  problem,  or  frankly,  a  possible  solution  of  some  of  our  problems. 

AVOIDING  CARE  PROVIDED  AT  VA  HEALTH  FACILITIES 

Let  me  raise  two  issues  with  you.  Doctor,  and  then  get  your  re- 
sponse, and  I  will  summarize  each  of  them  with  an  anecdote.  The 
first  one  has  to  do  with  a  retired  general  officer  who  came  to  see 
me  about  VA  issues.  And  when  we  got  to  a  discussion  of  health, 
he  pointed  out  that  he,  as  a  retired  two  star,  had  every  right  to 
go  to  a  VA  facility. 

When  he  needed  a  heart  bypass,  he  deliberately  chose,  if  you 
will,  to  bypass  the  VA  and  go  to  another  facility  to  have  that  par- 
ticular work  done,  and  arrange  for  payment  through  some  other 
method  simply  because  he  did  not  want  to  have  an  operation  that 
serious  performed  in  the  VA  system,  which  raises  the  issue  of 
whether  or  not  the  VA  should  reconfigure  itself  around  issues  that 
Senator  Mikulski  was  talking  about  and  allow  veterans  who  have 
the  right  to  treatment  in  areas  really  unrelated  to  a  particular 
military  circumstance,  through  a  voucher  program  so  that  the  Na- 
tion keeps  its  commitments  to  its  veterans  for  health  care  by  say- 
ing. You  can  pick  wherever  it  is  you  want  to  go  and  we  will  pay 
for  it  but  we  won't  necessarily  maintain  an  entire  medical  delivery 
system  just  for  you,  that  the  veteran  may  need  things  that  have 
nothing  whatever  to  do  with  the  specialties  of  VA  that  in  a  way, 
get  in  the  way  of  VA  because  you  are  structured  to  provide  health 
care  for  every  veteran  who  claims  health  care  whether  it  has  any- 
thing to  do  with  his  military  circumstance  or  not. 

That  is  at  one  end  of  the  spectrum.  At  the  other  end  of  the  spec- 
trum, when  I  visited  the  VA  hospital  in  Salt  Lake  City,  which  is 
an  outstanding  facility,  it  provides  absolutely  first-class  medical 
services  to  the  people  who  come  there  and  is  in  the  process  of  being 
expanded. 

The  staff  was  so  proud  of  ever3rthing  they  could  do,  and  all  of  the 
talent  that  they  had,  that  they  stimulated  me  to  ask  a  question. 
I  said  we  are  wrestling  with  the  issue  of  Medicare  and  providing 
medical  services  for  the  indigent.  What  if  we  had  all  Medicare  pa- 
tients in  the  Salt  Lake  Valley,  or  Utah  generally,  come  to  the  VA 
for  their  treatment. 

The  reaction  I  got  from  the  administrator  of  the  hospital,  "Well, 
we  are  not  too  good  at  pediatrics.  We  do  not  have  a  lot  of  experi- 
ence with  that,  but  we  could  do  it."  And  he  said,  "Furthermore,  I 
think  we  could  do  it  cheaper  and  better  than  anybody  else." 
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Now,  within  those  two  extremes,  the  one  suggestion  that  the  VA 
concentrate  solely  on  injuries  and  conditions  that  stem  out  of  the 
military  experience  that  nobody  else  is  as  well  qualified  to  handle 
simply  because  they  do  not  have  the  experience  with  it,  and  vouch- 
er all  other  veteran  activities;  over  to  the  idea  that  the  VA,  as  a 
publicly  owned  and  maintained  facility,  reach  out  beyond  the  vet- 
eran and  say,  "We  are  going  to  take  care  of  everybody  who  comes 
to  the  Federal  Government  for  health  care,  and  that  is,  become  the 
facility  for  Medicaid." 

Between  those  two  extremes,  give  me  a  comment  and  a  reaction. 

VA  HEALTH  CARE  COMPARED  TO  PRIVATE  SECTOR 

Dr.  KlZER.  I  am  not  sure  where  to  begin.  You  raise  so  many  is- 
sues; I  would  like  to  address  several  of  them. 

First,  I  would  like  to  comment  on  the  impression  or  the  view  of 
the  VA  expressed  in  the  example  of  the  general  that  you  cited  and 
his  reasons  for  not  getting  care  at  the  VA.  He  did  not  go  to  the  VA 
and  compare  the  statistics,  as  far  as  what  was  the  actual  observed 
mortality  and  complication  rate  of  coronary  artery  bypass  surgery 
in  the  VA,  versus  the  private  sector,  because  if  he  would  have  done 
that,  he  would  have  found  that  the  VA  compared  very  favorably. 

Senator  Bennett.  I  hate  to  interrupt.  That  may  be  true  overall, 
but  it  may  not  be  true  in  the  VA  hospital  that  was  convenient  to 
him.  He  may  have  had  to  travel  to  St.  Louis  or  some  place. 

Dr.  KlZER.  That  is  possible.  I  do  not  know  the  specific  one  in 
question.  I  would  say  that  the  numbers  for  the  VA  compare  very 
favorably  with  the  private  sector.  The  VA  has  a  terrible  image  in 
many  cases,  and  part  of  that  is  just  a  reflection  of  the  fact  that 
there  is  no  entity  in  the  country  that  gets  more  scrutiny  than  the 
veterans'  health  care  system.  I  used  to  think  that  the  nuclear 
power  companies  or  nuclear  power  industry  got  alot  of  oversight 
until  I  came  to  the  VA.  I  am  concerned  that  there  is  nobody,  or  no 
entity,  in  this  country  that  has  more  oversight  than  the  VA  where 
problems  are  brought  to  the  fore  more  quickly  and  anecdotes  take 
on  a  life  of  their  own  more  quickly  than  with  the  VA. 

When  I  was  health  director  for  the  State  of  California,  I  licensed 
about  5,500  health  care  facilities,  589  general  acute-care  hospitals, 
and  so  on  down  the  list  of  18  categories  of  facilities,  and  I  can  tell 
you  that  the  problems  that  we  had  day  to  day  with  premier  private 
sector  hospitals,  hospitals  where  the  movie  stars  and  all  of^the  rich 
folks  go,  are  no  different  than  what  we  see  in  the  VA,  or,  I  should 
say,  the  problems  you  see  in  the  VA  are  no  different  than  what  you 
see  at  those  institutions. 

The  perception  is  very  different.  You  hear  people  say,  "Well,  I  am 
not  going  to  go  to  Kaiser  Permanente  because  of  this,  or  I  am  not 
going  to  join  this  HMO  plan  because  of  that."  Perceptions  have  a 
lot  to  do  with  it,  and  it  is  often  not  based  on  the  actual  facts  or 
what  the  data  shows.  This  gets  us  to  perhaps  another  point.  The 
yardstick,  and  one  of  the  underlying  principles  that  we  are  using 
in  the  VA  as  a  basis  for  the  transformation,  is  the  concept  of  value. 
The  VA  has  to  provide  good  value  that  is  comparable  or  better  than 
what  can  be  provided  in  the  private  sector. 

And  value  is  not  just  cost.  Certainly,  the  cost  or  price  of  a  service 
is  one  factor  in  determining,  but  the  technical  quality  with  which 
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care  is  delivered,  how  the  patient  feels  about  it,  as  well  as  the  ac- 
cessibility of  the  care,  all  has  to  be  viewed,  too. 

We  have  put  in  place  measures  in  the  four  domains  of  value  as 
we  move  forward  with  the  idea  that  we  have  to  be  able  to  show 
what  the  veterans'  health  care  system  value  is  compared  to  Medi- 
care, compared  to  Medicaid,  or  compared  to  some  other  provider 
out  there. 

And  perhaps  last  in  the  things  that  I  can  recall  from  the  many 
issues  that  you  raised,  is  a  point  that  we  had  a  brief  discussion 
about  before  you  came  in.  As  a  taxpayer  looking  at  what  care  can 
be  provided  for  in  the  VA  versus  say,  via  Medicare,  I  have  some 
concerns.  If  we  know  that  a  hospital  can  count  on  a  6-percent  prof- 
it, or  so,  from  Medicare;  if  we  know  that  under  Medicare,  managed 
care  contractors  receive  15  or  20  percent  profit  margins;  if  we  know 
that  Medicare  is  paying  20,  30,  40  times  as  much  for  surgical  sup- 
plies as  the  VA  is;  if  we  know  that  the  VA  is  purchasing  pharma- 
ceutical products  at  50  percent  less  than  what  is  available  in  the 
private  sector;  if  we  know  that  the  rate  at  which  we  reimburse  or 
pay  our  doctors  is  less  than  the  going  rate  in  the  community.  Pret- 
ty soon,  if  you  start  adding  all  of  those  things  up,  you  would  ask. 
Why  are  we  not  having  more  patients  go  to  the  VA.  If  their  tech- 
nical quality  is  as  good,  if  their  customer  satisfaction  is  as  good; 
if  VA  care  becomes  more  accessible,  why  is  not  the  VA  treating 
more,  if  you  want  to  get  more  return  on  investment  of  those  tax- 
payer dollars? 

MEDICAID  IN  UTAH 

Senator  Bennett.  Well,  you  talk  about  Medicare.  Address  the 
issue  of  Medicaid. 

Dr.  KlZER.  I'm  sorry. 

Senator  Bennett.  I  appreciate  your  comments,  but  you  were 
talking  about  Medicare  in  that  last  portion  of  your  presentation. 
Address  the  issue  of  Medicaid. 

Dr.  KiZER.  Medicaid  is  much  harder  to  address  because  it  varies 
from  State  to  State.  As  you  know,  Medicaid  is  a  State-administered 
program  and  depending  on — if  you  are  in,  say,  Louisiana  where  it 
is  a  90-10  mix  or  California  where  it  is  a  50-50  mix,  depending 
on  the  allocation  of  dollars  and  the  benefit  package  provided,  it  be- 
comes much  harder  to  make  those  sorts  of  global  comparisons. 

That  is  the  sort  of  thing,  though,  that  as  we  move  forward  with 
our  value  analogy  that  we  would  hope  to  be  able  to  look  at  a  Medic- 
aid Program  in  a  given  State,  for  example  California,  and  do  the 
same  sort  of  analysis.  This  is  what  it  costs  in  the  VA,  this  is  what 
Medicaid  pays.  This  is  what  our  technical  quality  is,  this  is  what 
it  is  via  Medicaid.  This  is  what  our  patients  feel  about  it;  this  is 
how  successful  we  are.  And  then  let  the  numbers  determine  what 
that  outcome  is. 

Senator  Bennett.  Well  that  it  is  still  not  quite  what  I  am  getting 
at.  Let  us  take  the  facility  in  Salt  Lake  City.  I  assume  you  are  fa- 
miliar with  it. 

Dr.  KlZER.  I  know  it  is  there.  It  is  one  I  have  not  visited. 

Senator  Bennett.  I  invite  you  to  come  visit  it.  You  will  be  very 
proud  of  it.  Let  us  take  the  facility  in  Salt  Lake  City.  As  the  nature 
of  health  care  delivery  changes  and  moves  continually  toward  more 
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outpatient  and  less  brick  and  mortar,  as  the  chairman  referred  to 
in  his  opening  statement,  there  is  going  to  be  some  overcapacity 
there. 

What  about  the  VA  entering  into  some  kind  of  agreement  with 
the  appropriate  agency  in  the  State  of  Utah  and  saying,  We  can 
provide  services  for  x  number  of  Medicaid  people  regardless  of  their 
connection  with  the  military. 

Dr.  KlZER.  I  think  those  types  of  arrangements  are  all  things 
that  need  to  be  carefully  looked  at  as  we  move  forward.  We  need 
to  look  at  them  on  the  basis  of  cost  and  assess  what  it  would  do 
to  the  care  that  is  being  provided  to  the  veterans  there. 

At  this  point,  I  would  not  rule  out  anything,  but  I  know  that 
often  when  you  look  at  these  things  in  detail,  some  advantages, 
and  some  disadvantages  appear  that  may  not  be  evident  on  first 
blush. 

I  would  also  just  go  back  to  the  point  about  Medicaid,  and  I  am 
not  sure  that  that  is  always  a  good  yardstick.  For  example,  a  study 
that  I  conducted  some  years  ago  and  published  about  1  year  ago, 
looking  at  the  actual  cost  and  the  reimbursement  for  the  treatment 
of  gunshot  wounds  is  just  a  condition  that  has  become  more  preva- 
lent in  California  than  we  would  like.  The  actual  loss  on  Medicaid 
in  real  dollars  and  real  costs,  not  charges,  but  real  dollars,  was 
about  $6,600  per  patient. 

The  only  way  that  the  university,  in  that  case,  was  able  to  con- 
tinue to  provide  care  for  those  Medicaid  patients  was  by  cost  shift- 
ing to  the  private  payers  so  that  they  were  making  a  profit,  if  you 
will,  off  the  private  payers  because  Medicaid  was  substantially 
underpaying  every  Medicaid  patient  that  came  in.  So,  Medicaid  is 
something  that  has  to  be  looked  at  very  carefully,  it  is  quite  a  dif- 
ferent animal  than  Medicare. 

Senator  Bennett.  There  is  no  question.  It  is  very,  very  different 
from  Medicare.  Well,  perhaps  you  and  I  can  pursue  this  sometime 
more  at  our  leisure.  I  do  not  want  to  bog  the  hearing  down. 

I  would  just  make  this  general  observation.  In  the  debate  about 
health  care,  we  lose  sight  of  the  fact  that  there  are,  in  fact,  two 
issues  that  are  not  necessarily  related  but  get  intertwined  to  the 
point  where  we  end  up  thinking  of  them  as  one  issue. 

The  first  issue  is  how  do  we  provide  care?  The  second  issue  is 
how  do  we  pay  for  it?  It  is  my  sense  of  things  that  on  the  first  issue 
we  have  in  this  country  a  fairly  substantial  amount  of  overcapacity. 
You  have  empty  beds.  You  have  opportunities.  You  have  overca- 
pacity. Private  hospitals  have  overcapacity.  We  could  somehow 
tighten  the  system  up  considerably  and  the  indigent  could,  without 
bogging  down  your  system,  enter  your  system  and  soak  up  some  of 
that  overcapacity. 

When  you  get  to  the  second  issue  of  how  do  we  pay  for  it,  you 
get  all  kinds  of  distortions.  The  payment  system  is  distorting  the 
delivery  system. 

Dr.  KlZER.  That  is  certainly  true. 

Senator  BENNETT.  I  leave  you  with  this  one  other  anecdote  that 
summarizes  for  me  the  challenge  here.  In  addition  to  the  health 
care  facilities  that  I  visited  in  your  system,  I  visited  a  Shriners 
hospital.  Have  you  ever  been  to  a  Shriners  hospital? 

Dr.  KlZER.  I  have. 
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Senator  Bennett.  There  is  a  Shriners  hospital  in  Salt  Lake. 
Their  administrative  overhead  is  6  percent.  Ninety-four  percent  of 
their  funds  go  for  care.  They  do  not  fill  out  a  single  insurance  form. 
They  do  not  deal  with  a  single  Government  agency.  They  raise  all 
their  money  through  contributions  and  they  devote  all  of  it  to 
whatever  the  patient  needs. 

So,  if  a  patient  needs  a  very  expensive  operation,  he  gets  it.  If 
the  patient  needs  to  stay  an  extra  week  beyond  what  the  insurance 
would  pay,  he  stays  the  extra  week.  You  know  what  the  average 
daily  cost  of  care  in  the  Shriners  hospital  in  Salt  Lake  City  is? 

Dr.  KlZER.  I  will  in  a  moment.  [Laughter.] 

Senator  Bennett.  $95  a  day.  And  they  are  providing  the  very 
finest  care  in  their  specialty  that  is  provided.  They  have  a  doctor 
on  their  staff  who  performs  a  very  expensive  and  rare  bit  of  sur- 
gery and  they  say  he  performs  most  of  these  operations  in  North 
America.  Why?  Because  nobody  else  can  afford  them.  But  since 
they  do  not  count  the  cost  for  the  kids  who  come  to  the  Shriners 
hospital,  he  just  does  them. 

Their  average  cost  is  $95  a  day  for  a  patient  in  the  hospital  and 
they  spend  6  percent  of  their  cost  on  overhead,  and  to  me,  that  is 
a  paradigm  that  says  to  us  there  is  something  seriously  wrong  not 
only  with  the  VA  but  with  all  of  the  acute-care  hospitals,  and  ev- 
erything else,  and  the  payment  system,  if  we  are  so  messed  up  in 
our  overall  system,  that  we  cannot  somehow  solve  the  delivery 
problem  and  then  intelligently  solve  the  payment  problem  without 
having  the  two  become  so  interrelated  that  distortions  occur,  and 
I  would  hope  that  we  would  all  strive  for  the  nirvana  of  a  health 
care  system  that  costs  less  than  $100  a  day  while  providing  abso- 
lutely first-class  care. 

Maybe  the  solution  is  to  get  all  the  insurance  companies  and  the 
Government  out  of  it. 

Thank  you. 

Senator  Bond.  Thank  you, 

FISCAL  AND  RESTRUCTURING  OF  RESOURCES 

Senator  BENNETT.  We  certainly  do  not  want  to  mess  up  the  low 
overhead  ratio  by  inviting  them  up  here  to  testify,  which  would 
bring  in  the  kind  of  hassle  they  do  not  need.  But  we  will  deputize 
you  to  go  out  and  find  out  what  they  are  doing. 

You  might  also  look  at  a  decoration  on  a  wall  someplace  in  one 
of  these  buildings  around  here.  There  is  a  hide  of  a  gentleman 
named  Derwinski  that  has  been  nailed  on  the  wall  when  he  tried 
a  real  health  care  initiative.  And  there  is  probably  some  message 
in  that  somewhere  that  you  might  want  to  take  account  of. 

I  want  to  get  on  to  the  next  panel,  which  has  some  very  impor- 
tant witnesses,  but  I  do  have  one  final  question  I  want  to  ask  here, 
and  I  will  submit  the  rest  of  my  questions  to  Dr.  Kjzer  for  the 
record.  Will  the  VISN  directors  have  both  the  authority  and  the 
backing  from  Washington  to  divert  resources  from  underutilized  fa- 
cilities, to  have  operating  rates  down  50  to  60  percent,  to  move  to 
more  cost-effective  facilities  or  functions,  to  change  missions,  close 
or  consolidate  programs,  or  even  close  facilities? 

Dr.  Kjzer.  Actually,  I  think  the  more  important  question  is:  Will 
Congress  allow  us  to  do  those  things  when  they  make  fiscal  and 
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clinical  sense  to  do?  We  certainly  are  going  to  be  looking  at  those 
options. 

And,  frankly,  it  will  surprise  me  greatly  if  in  the  months  ahead 
we  do  not  look  at — well,  as  I  have  said  before,  we  are  going  to  be 
merging  facilities,  we  are  going  to  be  closing  beds,  but  I  also  expect 
that  in  the  months  ahead  we  will  also  be  looking  at  actually  closing 
facilities.  The  question  will  not  be  whether  VISN  directors  or 
whether  the  VA  is  willing  to  do  it,  the  real  question  is  whether 
Congress  will  allow  us  to  do  it  when  it  makes  sense. 

Senator  Bond.  But  the  authority  from  the  VA  is  there.  So  if  we 
can  keep  the  congressional  fingers  out  of  the  pie,  they  can  make 
all  these  reforms,  close  facilities,  make  the  changes  that  are  nec- 
essary? 

SUBMITTED  QUESTIONS 

Dr.  KlZER.  Certainly,  they  will  be  advancing  those  plans.  We  will 
be  looking  at  them.  And,  if  they  make  sense,  then  we  will  hope  to 
pursue  them. 

Senator  Bond.  Well,  good  luck. 

Dr.  Kizer,  thank  you  very  much.  We  will  leave  the  record  open 
for  questions. 

[The  following  questions  were  not  asked  at  the  hearing,  but  were 
submitted  to  the  Department  for  response  subsequent  to  the  hear- 
ing:] 

Questions  Submitted  by  Senator  Christopher  Bond 
va  and  dod 

Question.  The  Department  of  Defense  (DOD)  has  invested  substantial  resources 
developing  a  Comprehensive  Clinical  Evaluation  Program  (CCEP)  to  ensure  that 
Persian  Gulf  veterans  and  their  eligible  family  members  receive  the  care  they  need 
through  the  DOD  and  Veterans  Affairs  health  care  systems.  The  Department  is  cur- 
rently evaluating  proposals  to  correct  two  significant  shortcomings  in  the  current 
CCEP:  captured  medical  data  may  not  be  provided  in  a  timely  manner;  and  the  data 
may  not  be  accurate  or  consistent. 

It  has  been  proposed  that  the  CCEP  be  improved  by  implementing  an  Automated 
Information  System  (AIS)  which  would:  permit  real-time  point-of-care  medical  and 
administrative  data  entry,  provide  a  medical  knowledge  database  for  symptoms  and 
diagnosis;  support  ad  hoc  reporting  at  all  sites;  and  incorporate  automated  quality 
assurance  capabilities. 

Central  to  this  AIS  is  a  central  data  repository  and  on-site,  user-friendly  data  col- 
lection and  reporting  software  known  as  Problem  Knowledge  Couplers.  The 
database  will  be  accessed  real-time  by  all  Regional  Medical  Centers  and  Medical 
Treatment  Facilities  utilizing  a  medical  knowledge  database  and  graphical  user 
interface  in  order  to  input  patient  histories,  S3anptoms,  diagnosis  and  other  adminis- 
trative data. 

It  has  been  estimated  that  this  AIS  would  cover  its  costs  in  the  first  year  and 
save  the  DOD  $16,000,000  over  the  seven-year  life  of  the  program. 

I  think  savings  of  this  magnitude  are  needed,  and  am  interested  in  how  the  De- 
partment of  Veterans  Affairs  is  participating  in  this  process.  After  all,  virtually 
every  Persian  Gulf  War  veteran  with  a  service  connected  disability  may  eventually 
enter  the  VA  health  care  system.  The  transition  from  one  agency  to  another  should 
be  as  seamless  as  possible. 

I  would  be  interested  in  receiving  your  response  to  the  foUovring  two  questions: 

Could  the  DOD  CCEP  AIS  systems  be  fully  integrated  with  the  VA,  and  should 
it? 

Answer.  VHA  and  DOD  have  not  had  prior  discussions  regarding  CCEP  AIS.  VHA 
(the  Office  of  the  Chief  Information  Officer)  is  contacting  DOD  to  determine  the  cur- 
rent status/configuration  of  the  CCEP  AIS  system  and  the  possibility  of  integrating 
their  system  with  VA.  We  have,  however,  successfully  passed  information  between 
DOD  and  VA  using  VA's  standards-based  electronic  mail  and  through  the  Pacific 
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Medical  Network  (PACMEDNET)  project.  The  PACMEDNET  project  will  dem- 
onstrate the  capability  of  transferring  patient  information  from  the  field  to  VA  and/ 
or  DOD  hospitals. 

We  believe  there  should  be  integration  of  DOD  and  VA  healthcare  information 
systems  to  improve  the  quality  of  care,  expand  services,  and  enhance  efficiency. 

Question.  It  is  my  understanding  that  as  part  of  this  AIS  the  DOD  may  also  seek 
to  institute  a  standardized  history  and  physical  for  every  individual  entering  the 
service  or  being  deployed  overseas.  Does  the  VA  have  plans  to  institute  a  standard- 
ized system  such  as  DOD's?  If  so,  would  it  not  make  sense  for  VA's  standardized 
history  and  physical  system  to  be  coordinated  with  programs  like  DOD's  CCEP  AIS? 

Answer.  VHA  is  working  toward  development  of  an  automated  patient  record 
which  organizes  and  presents  all  relevant  data  on  a  patient  (medical  history,  diag- 
noses, test  results,  diagnostic  and  therapeutic  procedures  and  interventions)  in  a 
way  that  directly  supports  clinical  decision  making.  In  fact,  the  Computer-based  Pa- 
tient Record  Institute  recognized  VA's  DHCP  in  April  1995  as  one  of  the  most  out- 
standing clinical  information  systems  in  the  country. 

To  date,  neither  the  private  nor  the  public  sector  has  been  able  to  completely 
automate  the  clinical  record.  VHA  continues  to  pursue  a  step-by-step  approach  that 
builds  on  our  own  experience,  as  well  as  that  of  others  in  the  private  and  public 
sectors.  The  automated  patient  record  will  also  meet  the  ultimate  goal  of  the  Veter- 
ans Integrated  Service  Networks  (VISN's)  whereby  patient  data  will  be  shared 
among  the  medical  centers  within  each  VISN  or  across  VISN's. 

The  Clinical  Application  Requirements  Group  (CARG)  has  determined  that  his- 
tory and  physical  (H&P)  functionality  is  a  high  priority.  A  buy/build  evaluation  proc- 
ess will  determine  the  best  approach  to  meet  VA's  needs.  A  standard  H&P  data  set 
across  VA/DOD  could  enhance  our  mission  to  better  serve  our  patients. 

ROLE  OF  VA  HOSPITAL  ADMINISTRATORS 

Question.  Traditionally,  VA  hospital  administrators  have  not  been  given  incen- 
tives to  provide  cost-efEicient,  quality  health  care.  What  incentives  are  being  devel- 
oped to  encourage  the  delivery  of  cost-efficient  and  high  quality  services? 

Answer.  Currently,  mechanisms  are  being  developed  to  improve  linkage  between 
the  specific  goals  of  the  organization  and  executive  performance.  Areas  of  perform- 
ance emphasis  will  include  quality,  cost,  value,  and  customer  satisfaction.  This  kind 
of  explicit  agreement  about  performance  was  not  characteristic  of  past  performance 
evaluation  processes  for  senior  executives  in  VHA.  Each  VHA  health  care  executive 
(including  some  title  38  executive  equivalents)  will  negotiate  a  series  of  measurable 
product-  or  outcome-oriented  performance  objectives  in  each  of  six  main  performance 
areas.  Success  will  be  determined  by  the  extent  the  successful  performer  meets  the 
objectives  and  contributes  to  the  overall  success  of  the  organization. 

REALIGNING  SERVICES 

Question.  VA  recently  put  together  a  series  of  criteria  which  would  guide  decision 
making  on  "realigning"  services  at  VA  facilities,  for  example  if  the  number  of  proce- 
dures performed  is  below  generally-accepted  guidelines  for  proficiency. 

How  many  VA  facilities  have  unused  or  underutilized  capacity? 

Do  you  have  an  assessment  of  the  cost  savings  which  may  result  from  "realigning" 
certain  services?  How  many  beds  should  be  closed  over  the  next  5  or  so  years  to 
reduce  the  number  of  excess  acute  care  beds  in  the  system? 

Answer.  The  current  VHA  reorganization  will  provide  the  framework  and  line  au- 
thority for  VISN  directors  to  streamline  and  consolidate  services  within  a  network 
of  facilities.  The  Criteria  for  Potential  Realignment  of  VHA  Facilities  and  Programs 
(the  "CPR  List")  is  a  tool  to  assist  VHA's  field  management  in  identifying  potential 
opportunities  for  achieving  administrative  or  other  efficiencies  that  would  allow  VA 
to  preserve  as  much  patient  service  capacity  as  possible.  These  criteria  have  been 
shared  with  the  VISN  directors  and  will  be  used  as  screening  guidelines  as  they  re- 
view their  facility  missions  and  develop  business  plans.  It  is  premature,  at  this 
time,  to  estimate  the  overall  number  of  beds  that  will  be  closed  or  cite  potential  cost 
savings  or  other  efficiencies  that  will  result  from  realignments,  but  I  feel  the  poten- 
tial savings  are  substantial. 

In  the  last  fifteen  months  we  have  closed  about  4,500  beds.  I  expect  to  close  at 
least  this  many  more  in  the  next  two  years. 

BETTER  USE  OF  RESOURCES 

Question.  To  date,  have  any  changes  been  made  or  proposed  by  VISN  directors 
to  make  better  use  of  their  resources?  When  do  you  expect  to  see  such  changes? 
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Answer.  Since  not  all  the  VISN's  are  fully  operational  and  are  still  in  the  early 
stages  of  business  planning,  it  is  premature  to  discuss  specific  proposals.  In  the  up- 
coming months,  issues  will  be  addressed  at.  the  YISN  level  as  part  of  the  planning 
process. 

In  the  meantime,  VHA  must  achieve  an  Additional  $397  million  in  administrative 
savings.  This  results  in  a  requirement  to^achieve  $732  million  in  administrative  sav- 
ings. While  we  expect  to  achieve  the  $335  million  in  savings  that  we  committed  to 
in  our  budget  request,  we  do  not  believe  that  an  additional  $397  million  in  adminis- 
trative savings  are  possible  in  fiscal  year  1996  without  impacting  the  level  of  patient 
care  provided. 

The  restructuring  of  VA's  health  care  system  provides  the  framework  to  incor- 
porate management  improvements  within  daily  operations.  Our  strategy  is  to  fully 
implement  the  Veterans  Integrated  Service  Network  (VISN)  management  structure 
and  decentralize  decision  making  authority  so  that  the  22  VISN's  will  have  the 
greatest  latitude  possible  to  achieve  efficiency  of  operations  within  resource  targets. 

We  have  also:  clarified  contracting  authority  for  the  field;  provided  criteria  for 
program  review  and  potential  realignment;  adopted  a  "blended  rate"  resource  alloca- 
tion model  this  year  to  target  resources  on  the  basis  of  expected  patient  care  work- 
load and  efficiency;  and,  approved  the  integration  of  18  facilities  into  8  and  expect 
more  of  these  consolidations  to  occur  this  year. 

In  addition,  we  will  continue  to  emphasize  our  Primary  Care  initiative  to  improve 
the  management  of  our  patient's  care,  and  we  will  continue  to  ask  Congress  to  pass 
budget  neutral  eligibility  reform  and  provide  additional  contracting  and  sharing 
flexibility  so  that  we  can  better  manage  our  resources,  providing  care  in  the  most 
appropriate  setting  from  both  a  quality  and  efficiency  standpoint. 

"rhe  Veterans  Health  Administration  has  concurred  in  several  Office  of  Inspector 
General  audit  recommendations  and  is  in  the  process  of  implementing  them.  These 
audit  recommendations  address  the  use  of  Meoicare  rates  for  fee-basis  care,  evalua- 
tion of  Outpatient  Clinic  (OPC)  workload  data,  inventory  levels  for  operating  sup- 
plies, and  the  use  of  Medicare  rates  in  sharing  agreements  with  affiliated  medical 
schools.  The  actual  implementation  will  be  achieved  by  the  VISN's  based  upon  over- 
all policy  guidance  issued  by  Headquarters. 

In  addition,  VHA  has  recently  accomplished  the  following: 

— Restructuring  VHA  Central  Office,  including  a  25  percent  employee  reduction, 

— Increased  the  number  of  unique  users  while  there  was  a  reduction  of  2,409  op- 
erating beds  and  a  reduction  in  staff  of  3,436  FTE  in  1995, 

— Merged  the  management  of  18  facilities  into  8, 

— Eliminated  887  forms, 

— Increased  the  number  of  sharing  agreements  with  DOD, 

— Sited  an  additional  15  access  points, 

—Implemented  primary  care, 

— Increased  ambulatory  care  surgery, 

— Improved  pharmaceutical  services  to  include  formularies  for  each  VISN  with  a 
national  formulary  to  come,  and 

— Moved  to  purchase  more  products  at  volume  discounts. 

VHA  has  also  been  focusing  on:  development  of  a  set  of  systemwide  operating  in- 
dicators and  performance  measures,  development  of  Network  Director  performance 
plans,  new  criteria  for  allocation  of  FTE,  and  innovations  in  nursing  practices. 

RESOURCE  ALLOCATION 

Question.  In  testimony  before  the  House  last  spring,  GAO  stated  that  "VA's 
central  office  lacks  much  of  the  systemwide  information  that  it  needs  to  effectively 
monitor  the  performance  of  medical  centers,  ensure  that  corrective  actions  are  taken 
when  problems  are  identified,  and  identify  and  disseminate  information  on  innova- 
tive programs  developed  by  its  medical  centers." 

What  role  should  central  office  play  in  overseeing  the  VISN's  and  has  VA  clearly 
identified  an  appropriate  oversight  role  for  central  office  in  the  reorganization? 

Answer.  The  VISN  Directors  report  to  the  Under  Secretary  through  the  Chief  Net- 
work Officer.  The  role  of  Central  Office  wjll  be  governing  and  leading  the  overall 
VA  system.  This  includes  establishing  policy  and  program  criteria;  collating  and 
analyzing  data;  establishing  clinical  benchmarks  that  help  ensure  quality  health 
care  and  efficient  operations;  setting  performance  standards;  and  monitoring  and 
approving  systemwide  and  individual  facility  performance. 

ROLE  OF  VISN's 

Question.  Some  VA  facilities  have  undertaken  very  innovative  approaches  to 
health  care  delivery.  One  example,  the  North  Chicago  vA  facility  has  implemented 
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a  managed  care  system,  enrolling  each  patient  with  a  team  to  manage  their  care. 
They  have  achieved  savings  of  $15  million  increasing  the  quality  and  number  of  pa- 
tients served.  This  is  truly  remarkable  and  should  be  replicated! 

VA  has  several  special  centers  which  have  grown  up  in  various  VA  hospitals — 
such  as  Milwaukee's  cost  containment  center — which  have  identified  many  ways  of 
providing  services  more  effectively  and  efficiently.  Yet  according  to  GAO,  VA  is  un- 
able to  'identify  and  disseminate  information  on  innovative  programs  developed  by 
its  medical  centers." 

What  role  will  the  VISN's  play  in  seeing  that  the  lessons  learned  from  other  facili- 
ties are  transmitted  throughout  the  VA  system? 

Answer.  VHA  has  begun  an  active  program  of  disseminating  innovations.  Two 
publications  were  produced  in  fiscal  year  1996,  one  describing  innovative  uses  of 
quality  improvement  data  and  the  other  innovations  in  ambulatory  care.  A  third 
will  be  available  in  fiscal  year  1997  documenting  innovations  in  long  term  care. 

In  addition  a  basic  strategy  adopted  by  VHA  is  to  identify  high  performance  from 
data  analysis  and  then  follow  up  with  the  identification  of  the  reasons  for  high  per- 
formance and  the  dissemination  of  these  "best  practices"  systemwide.  Two  projects 
currently  underway  are  to  identify  best  practices  in  the  prevention  of  pressure  sores 
in  long  term  care  and  best  practices  in  the  follow  up  of  patients  discharged  from 
acute  care. 

We  intend  to  work  closely  with  VISN's  to  identify  innovations  within  their  VISN's 
and  to  compile  these  for  dissemination  using  the  approaches  described. 

THE  INSPECTOR  GENERAL  FINDINGS 

Question.  The  I.G.  has  identified  serious  problems  with  the  VA's  ability  to  identify 
actual  program  costs,  determine  program  funding  levels,  or  evaluate  program  effec- 
tiveness. For  example,  the  I.G.  found  that  the  VA  does  not  have  an  accurate  inven- 
tory of  all  the  individual  clinical  programs  that  are  available  at  each  medical  center. 
What  is  being  done  to  address  these  serious  shortcomings,  and  how  will  the  reorga- 
nization be  impacted  by  the  lack  of  a  centralized  data  base  of  such  basic  program 
information? 

Answer.  The  VA  has  a  national  database  which  specifies  what  programs  are  avail- 
able at  each  VAMC.  Originally  intended  to  be  used  as  a  tool  for  facility  mission  clas- 
sification, it  was  later  used  to  identify  the  presence,  absence  or  duplication  of  pro- 
grams/services in  a  given  network.  The  database  which  contains  approximately  200 
separate  programs  is  currently  being  reviewed  and  will  be  revised  and  updated  as 
necessary.  The  revised  database  will  be  available  for  Network  Directors  to  use  for 
their  planning.  VA  is  currently  implementing  a  cost  accounting  system  called  the 
Transition  Systems,  Inc.,  Decision  Support  System  (DSS)  that  will  markedly  im- 
prove our  ability  to  assign  costs  to  clinical  activity  in  a  way  that  will  be  comparable 
to  the  non  federal  health  industry. 

RESOURCE  ALLOCATION 

Question.  VA's  current  system  to  allocate  resources  to  the  individual  hospitals  is 
based  primarily  on  historical  budgeting  patterns.  While  VA  created  a  resource  allo- 
cation system  several  years  ago  called  "resource  planning  and  management"  (RPM) 
to  move  VA  toward  a  capitation-type  allocation  system — and  the  President's  na- 
tional performance  review  2  years  ago  emphasized  the  importance  of  RPM — the  sys- 
tem was  never  fully  implemented.  Facilities  have  been  "protected"  against  losing 
more  than  1  percent  of  their  previous  year's  budget,  according  to  a  recent  GAO 
study. 

While  some  facilities'  overall  patient  workloads  increased  by  as  much  as  15  per- 
cent in  a  2-year  period,  and  others  declined  by  as  much  as  8  percent,  no  significant 
resource  shifts  were  made  to  reflect  workload,  GAO  found. 

Variations  in  cost-per-patient  range  30  percent  or  more.  How  is  it  that  some  facili- 
ties are  able  to  provide  services  far  more  cost-effectively  than  others? 

Answer.  There  are  a  number  of  reasons  why  cost  of  care  varies  by  facilities.  These 
include  the  different  case  mix  of  patients,  local  cost  differences,  differences  in  pro- 
grams at  VA  hospitals,  specialty  of  services  offered  as  well  as  the  age  of  the  facility 
and  equipment.  In  addition,  there  are  some  differences  that  are  considered  to  be  re- 
lated to  relative  efficiency  and  productivity.  We  are  currently  studying  these  dif- 
ferences to  evaluate  the  cost  variations.  The  Veterans  Health  Administration  has 
implemented  a  new  workload  pricing  approach  called  "blended  rates"  for  allocating 
the  fiscal  year  1996  budget  to  more  appropriately  allocate  Medical  Care  resources 
in  line  with  patient  care  workload.  Under  blended  rates,  a  unit  price  for  expected 
workload  is  established  by  adding  together  a  percentage  of  the  individual  facility's 
unit  price,  the  peer  group  average  price,  the  geographic  area  average  price  (VISN), 
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and  the  VA  national  average  price.  The  objective  of  blending  is  to  promote  efficiency 
and  more  equitable  access  to  care  by  veterans  across  the  nation.  Using  blended 
rates,  almost  $150  million  moved  throughout  the  VA  health  care  system  on  the 
basis  of  efficiency.  This  is  compared  to  $10  million  shifted  in  the  fiscal  year  1994 
budget  allocations,  and  $20  million  shifted  in  the  fiscal  year  1995  budget  allocations 
under  the  previous  unit  cost  outlier  adjustment  process  that  was  replaced  in  fiscal 
year  1996  by  blended  rates. 

GAO  STUDY 

Question.  GAO  points  out  that  VA  has  failed  to  fully  implement  RPM  because  fa- 
cilities cannot  efficiently  adjust  to  large  budget  changes.  Why  do  you  believe  VA  will 
be  able  to  finally  implement  at  major  shift  in  resource  allocation? 

Answer.  We  have  re-structured  our  facilities  into  22  Veterans  Integrated  Service 
Networks  (VISN's),  each  with  a  Network  Director  that  has  operational  authority 
over  all  facilities  within  the  network.  Although  some  individual  facilities  would  have 
major  problems  accommodating  to  a  major  shift  without  disrupting  patient  care, 
VISN's  are  large  enough  to  allow  VA  to  develop  and  implement  a  Capitated  meth- 
odology that  will  move  resources  from  less  efficient  to  more  efficient  facilities.  We 
expect  to  implement  this  new  Capitation  methodology  for  fiscal  year  1998.  We  are 
using  a  blended  rate  methodology  in  fiscal  years  1996  and  1997  to  transition  the 
system.  In  fiscal  year  1996  almost  $150  million  moved  throughout  the  VA  on  the 
basis  of  efficiency.  This  is  compared  to  $10  million  shifted  in  fiscal  year  1994  and 
$20  million  shifted  in  fiscal  year  1995  budget  allocations. 

RESOURCE  SHIFTS 

Question.  Facilities  in  the  northeast  are  most  "at  risk"  for  losing  funds  as  they 
are  redistributed  to  areas  where  the  veteran  population  has  increased  (Sunbelt 
states).  How  will  the  VISN's  help  to  bring  about  these  resource  shifts,  and  how  will 
they  help  to  ease  the  difficulties  associated  with  major  resource  shifts. 

Answer.  As  noted  above,  with  VHA  restructuring,  resources  are  allocated  to  the 
Network  Directors;  they  will  have  the  flexibility  to  support  the  facilities  where  there 
are  major  resource  shifts.  The  Network  Directors  are  on  the  front  lines  of  assessing 
the  current  configuration  of  veterans  health  services  and  costs  and  are  expected  to 
make  decisions  on  redirecting  resources  to  achieve  a  more  efficient  and  patient  cen- 
tered health  care  system. 

PHYSICIAN  STAFFING 

Question.  VA  has  19,000  physicians,  at  an  annual  cost  of  $2  billion.  A  recent  I.G. 
report  found  significant  disparities  in  physician  staffing  among  VA  facilities.  For  ex- 
ample, one  facility  treated  more  than  twice  as  many  patients  per  physician  as  an- 
other facility  of  the  same  type. 

Why  is  there  such  disparity  from  one  facility  to  the  next? 

Answer.  Physician  staffing  patterns  are  determined  at  the  discretion  of  each  indi- 
vidual VA  medical  center,  based  on  the  needs  of  the  local  patient  population,  and 
the  mission  of  each  facility.  With  the  implementation  of  the  blended  rates  in  1996 
and  1997  budget  allocations,  organizational  changes  which  empower  the  Veterans 
Integrated  Service  Network  (VISN)  role  in  management,  and  a  capitation-based  re- 
source management  system  in  fiscal  year  1998,  each  facility  has  increased  incen- 
tives to  become  more  efficient.  We  know  that  in  many  cases  we  can  make  more  effi- 
cient use  of  our  physicians.  This  will  be  achieved  in  part  through  changing  the  fiscal 
incentives  of  the  system  and  in  part  through  the  use  of  outcome  based  performance 
measures.  Our  management  initiatives  link  resources  with  work  performed  and 
allow  VHA  to  assess  allocations  of  these  resources  among  VAMC's  in  meeting  work- 
loads. These  initiatives  focus  on  three  broad  goals  (1)  capitated  funding,  (2)  decen- 
tralized operational  management  at  the  network  (VISN)  level,  and  (3)  performance 
based  oversight.  We  will  emphasize  the  health  care  team,  not  any  single  profession 
and  resources  dedicated  to  patient  services  rather  than  resources  assigned  to  par- 
ticular facilities.  Finally,  we  will  ensure  that  the  resources  utilized  to  provide  qual- 
ity care  at  equitably  distributed  and  in  a  manner  that  encourages  the  use  of  the 
most  appropriate  settings,  cost  effective  health  care  teams  and  efficient  delivery 
practices. 

VA  STAFFING 

Question.  The  I.G.  recommended  that  VA  develop  operating  indicators  that  would 
help  managers  make  staffing  decisions.  How  are  staffing  decisions  currently  made? 
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Answer.  All  staffing  decisions,  for  physicians  as  well  as  all  other  categories  of  em- 
ployees, are  made  at  the  local  facility  level  based  on  factors  such  as:  available  budg- 
etary resources,  workload,  patient  mix,  clinical  program  mix,  teaching  programs,  re- 
search programs,  local  recruiting  conditions,  etc.  In  the  future  we  expect  to  be  more 
active  in  establishing  productivity  and  workload  standards  to  help  guide  staffing  de- 
cisions. 

EFFECTIVE  USE  OF  PHYSICIANS 

Question.  According  to  the  I.G.,  establishing  a  "benchmarking"  system  in  which 
similar  organizations  are  compared  to  identify  those  with  the  best,  most  effective 
and  most  efficient  practices — could  permit  the  better  use  of  about  2,000  physician 
FTE's  and  associated  costs  of  $181  million.  Do  you  agree,  and  if  so,  when  will  this 
benchmarking  system  be  put  in  place? 

Answer.  We  agree  conceptually  with  the  I.G.'s  basic  premise,  but  their  model  was 
overly  simplistic.  We  agree  that  there  should  be  an  effort  to  benchmark  the  most 
efficient  practices  in  physician  staffing.  However,  we  need  to  include  the  appropriate 
outcome  measures  to  ensure  that  the  staffing  produces  the  desired  quality  ot  care. 
The  best  approach  would  be  to  associate  staffing  with  a  well  defined  clinical  cohort 
and  compare  staffing  and  outcomes  to  identify  best  practices.  As  we  develop  clinical 
guidelines  for  patient  cohorts  we  will  identify  the  specific  resources  used  in  different 
VAMC's  to  implement  the  guidelines,  compare  this  with  identified  outcomes  and 
identify  the  best  practices  for  internal  benchmarking.  That  effort  will  begin  in  fiscal 
year  1997  as  we  implement  selected  clinical  guidelines  that  are  now  being  devel- 
oped. 

Question.  In  a  recent  draft  document  "Prescription  for  Change",  you  talk  about 
"downloading  clinical  care  responsibility  to  non-physician  caregivers." 

To  what  extent  are  physicians  now  being  used  to  provide  services  which  non-phy- 
sicians are  capable  of  providing? 

Answer.  In  some  areas  physicians  are  providing  front-line  care  for  patients  that 
could  be  effectively  provided  by  non-physician  caregivers.  VHA  has  set  as  one  of  its 
priorities  to  triple  the  number  of  non-physician  care  givers  by  the  end  of  1998.  Our 
plans  to  meet  this  challenge  will  encompass  a  re-evaniation  of  VA  salary  and  bene- 
fits available  to  non-physician  care  givers,  increased  recruitment  strategies  and 
methods  to  train  health  care  professionals  to  move  into  new,  roles,  i.e.,  medical  as- 
sistants, nurse  clinical  specialists,  nurse  practitioners. 

Question.  What  savings  will  result  from  allowing  non-physician  caregivers  to  take 
over  such  activities  and  how  will  you  go  about  malung  this  important  change? 

Answer.  Cost  amounts  for  savings  are  difficult  to  estimate.  At  the  present  time, 
the  cost  of  an  advanced  practice  nurse  is  approaching  that  of  many  newly  appointed 
physicians.  If  VA  loses  many  of  its  resident  physician  positions  and  fills  them  with 
non-physician  providers  it  may  actually  be  more  expensive  as  resident  physician  sal- 
aries are  much  less  than  advanced  practice  nurses  or  physician  assistants. 

ACCESS  POINTS 

Question.  In  1995,  the  Secretary  issued  a  policy  encouraging  VA  hospitals  to  es- 
tablish "access  points" — that  is,  additional  points  of  entry  into  the  VA  medical  sys- 
tem for  veterans,  such  as  community-based  VA  clinics  or  contracts  with  private 
health  care  providers.  The  funding  for  these  access  points  was  to  come  from  existing 
resources  of  the  sponsoring  VA  hospital. 

Concerns  about  these  access  points  were  raised  last  year  by  me  and  others,  in- 
cluding how  these  "new  starts"  were  to  be  funded,  the  extent  to  which  new  veterans 
would  be  brought  into  the  VA  system  at  a  time  of  declining  resources,  and  the  ex- 
tent to  which  they  would  improve  access  of  veterans  to  VA  services  nationally,  not 
just  in  selected  locations.  I  understand  there  are  now  15  access  points  established, 
with  an  additional  258  being  considered. 

What  is  the  current  policy  on  establishing  these  access  points,  and  how  are  the 
"host"  facilities  finding  the  resources  to  fund  these  new  starts  at  a  time  of  declining 
resources? 

Answer.  An  interim  policy  for  planning  and  activating  VA  medical  center  access 
points  was  promulgated  by  the  Under  Secretary  for  Health  in  February  1995.  This 
policy  encouraged  VA  facilities  to  employ  all  means  at  their  disposal,  and  within 
available  resources,  to  improve  access  to  VA  care  for  eligible  veterans.  Access  points 
provide  primary  care  and  some  additional  specialized  services  may  also  be  available. 

Currently,  the  funding  and  full  time  employees  (FTE)  for  new  access  points  come 
from  an  internal  redirection  of  resources  currently  available  to  the  facility.  This  was 
also  confirmed  by  GAO  when  they  reviewed  the  mnding  situation  of  some  newly  es- 
tablished climes.  For  example,  GAO  found  that  Big  Spring  and  Amarillo,  Texas 


33 

medical  centers  made  funds  available  through  local  cost  saving  management  initia- 
tives, such  as,  consolidating  underused  hospital  wards,  modifying  medical  service 
contracts,  etc. 

Question.  I  understand  that  in  some  locations  access  points  have  resulted  in  sig- 
nificant increases  in  new  users.  How  are  we  paying  for  this? 

Answer.  VA  medical  facilities  are  able  to  provide  care  that  is  more  accessible  to 
the  patient  and  that  is  more  cost  efficient  by  shifting  from  a  hospital  based  to  an 
ambvilatory  based  system  of  care.  Access  Points  are  a  necessary  part  of  this  strat- 
egy. 

Question.  How  important  are  access  points  as  part  of  VA's  new  approach  to  health 
care  delivery? 

Answer.  Access  points  improve  availability  of  VA  care  for  patients  and  are  an  es- 
sential component  of  our  strategy  to  restructure  the  VA  system  from  a  hospital 
based  to  a  more  efficient  ambulatory  care  based  system.  I  believe  they  are  very  im- 
portant in  reducing  our  operating  costs. 

TRACKING  PATIENT  COSTS 

Question.  Currently,  VA  is  unable  to  adequately  track  costs  related  to  a  patient's 
care.  Enabling  VA  managers  to  assess  where  dollars  are  going  and  to  compare  the 
cost  of  a  procedure  from  one  facility  to  another  is  an  important  element  of  "managed 
care." 

VA  has  begun  implementing  the  "Decision  Support  System,"  a  computer  based 
system  which  will  provide  VA  with  data  on  patterns  of  patient  care  and  the  cost 
of  providing  patient  care  services.  The  GAO  recently  reported  there  were  many 
problems  with  DSS.  For  example,  the  computer  systems  which  feed  into  DSS  are 
not  providing  complete  and  accurate  input  in  all  cases,  resulting  in  a  "garbage  in- 
garbage  out"  situation. 

How  can  VISN  directors  make  good  decisions,  and  how  can  accurate  capitation 
rates  be  set,  without  good  cost  information? 

Answer.  Current  VA  accounting  does  a  very  good  job  of  accurately  tracking  ex- 
penditures and  distributions  of  those  expenditures  throughout  the  multitude  of  pro- 
grams monitored  in  the  system.  However,  it  is  not  patient-based.  We  are  currently 
implementing  DSS  to  allow  us  to  significantly  improve  our  cost  accounting  by  mov- 
ing toward  patient  based  accounting. 

Question.  When  will  DSS  begin  to  provide  meaningful  and  complete  data  on  pa- 
tient care  costs,  and  how  high  a  priority  is  this? 

Answer.  Meaningful  patient  cost  data  is  currently  available  at  10  sites  using  DSS. 
Increasingly  useful  data  is  becoming  available  at  another  28  facilities.  As  eivhance- 
ments  are  made  to  the  Decentralized  Hospital  Computer  Program  (DHCP)  feeder 
systems,  more  comprehensive  patient  cost  data  will  be  available  at  the  individual 
sites,  as  well  as  allow  for  VISN  and  national  corporate  rollup  of  the  data.  Dr.  Kizer 
has  made  implementation  and  use  of  the  DSS  system  one  of  VHA's  highest  prior- 
ities. 

HOSPITAL  administrator's  RESISTANCE  TO  DSS 

Question.  There  seems  to  have  been  resistance  from  hospital  administrators  in 
using  DSS.  According  to  GAO,  "several  directors  at  one  VA  hospital  did  not  see  DSS 
as  needed,  were  not  interested  in  using  DSS,  and  did  not  attempt  to  understand 
it."  How  are  you  dealing  with  this  resistance? 

Answer.  Since  the  GAO  review  was  conducted,  we  have  taken  several  steps  to 
educate  managers  regarding  the  utility  of  DSS  as  a  management  tool.  We  have  in- 
troduced an  aggressive  education  and  training  program  (workshops,  telecoijferences, 
and  CD-ROM)  and  information  dissemination  activity  (quarterly  newsletters  and 
video  updates)  to  reinforce  the  value  of  DSS  as  an  executive  information  system.  Ex- 
ecutive Use  Training  is  being  well  received  and  is  a  top  priority  with  DSS  Program 
Office  st£iff.  Our  efforts  have  proven  valuable  in  promoting  the  use  of  DSS  at  the 
medical  facilities.  Further,  whereas  this  may  have  been  optional  in  the  past,  VHA 
is  now  requiring  all  facilities  to  implement  and  use  DSS. 

PEW  HEALTH  PROFESSIONS  COMMISSION 

Question.  A  recent  study  by  the  Pew  Health  Professions  Commission  found  that 
the  number  of  incoming  medical  school  students  should  be  reduced  as  much  as  25 
percent  by  2005.  With  the  VA  providing  more  than  8,000  residency  positions  a  year, 
it  is  the  single  largest  provider  of  postgraduate  medical  education  in  the  U.S. 

What  implications  does  the  Pew  study  have  for  the  VA,  and  do  you  have  plans 
to  reduce  the  number  of  residency  positions?  What  are  the  budget  implications  of 
this? 
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Answer.  The  recommendations  of  the  Pew  Health  Professions  Commission  that  a 
number  of  U.S.  medical  schools  be  closed  was  one  of  the  most  provocative  rec- 
ommendations of  their  report  and  one  that  has  received  the  most  general  publicity. 
There  has  been  considerable  criticism  of  this  recommendation.  The  data  and  as- 
sumptions used  in  its  development  have  been  questioned.  Of  note  however,  this  rec- 
ommendation related  to  medical  school  enrollment,  which  is  not  resident  training 
or  Graduate  Medical  Education  (GME)  such  as  conducted  by  the  VA.  Nonetheless, 
the  question  of  how  many  medical  residents  VA  needs  to  meet  daily  patient  care 
needs  can  no  longer  be  divorced  from  the  question  of  how  many  future  physicians 
this  country  needs.  I  have  appointed  a  blue  ribbon  external  Advisory  Committee, 
chaired  by  Dr.  Robert  C.  Petersdorf,  to  advise  me  on  what  VA's  future  contribution 
to  overall  physician  training  should  be.  This  committee  will  study  the  results  of  nu- 
merous national  studies  and  manpower  projections  in  the  context  of  VA  needs  and 
report  to  me  by  May  1996. 

Question.  Dr.  Kizer,  you  have  indicated  that  you  believe  VA  funds  too  many 
residencies  in  specialty  training.  Do  you  plan  to  reduce  the  number  of  residencies 
in  specialized  areas,  and  what  challenges  will  you  face  in  bringing  about  this 
change? 

Answer.  It  is  premature  to  specify  exactly  how  we  will  change  VA's  GME  mix  at 
this  time.  After  I  receive  the  report  from  the  Residency  Realignment  Advisory  Com- 
mittee I  plan  to  circulate  it  for  review  and  comment  so  that  we  can  be  in  a  position 
to  make  management  decisions  by  Julv  or  August  1996. 

Question.  In  the  past,  VA's  medical  schools  affiliations  at  times  have  driven  VA 
into  providing  medical  residencies  and  services  in  areas  which  weren't  appropriate 
or  needed.  This  was  expensive  and  more  importantly,  jeopardized  patient  care  when 
specialized  services  were  being  offered  in  facilities  which  simply  didn't  provide 
enough  of  those  services  each  year  to  be  proficient.  What  are  you  doing  to  ensure 
that  the  relationship  with  medical  affiliates  does  not  result  in  compromising  medical 
care  or  excessive  expenditures? 

Answer.  The  implementation  of  the  VISN  management  structure  will  focus  on  de- 
termining appropriate  and  efficient  care  delivery  patterns.  As  VISN's  realign  patient 
care  services,  the  allocation  of  residents  will  inexorably  follow,  since  residents  must 
have  access  to  patients  for  their  education.  There  are  many  market  pressures  on 
our  medical  school  affiliates  as  well,  which  are  beginning  to  reduce  the  number  of 
medical  residents  they  will  train  in  some  specialties,  or  the  number  they  will  rotate 
to  VA  training  sites.  VA  will  not  maintain  residency  programs  or  services  in  areas 
where  there  is  not  sufficient  patient  care  need. 

Question.  What  authority  will  VISN  directors  have  to  resolve  questions  which  will 
arise  when  the  interests  of  affiliated  medical  schools  differ  from  those  of  a  VISN 
or  one  of  the  VISN's  facilities,  for  example,  if  a  VISN  director  determines  that  affili- 
ated hospitals  are  maintaining  redundant  services  desired  by  affiliated  medical 
schools  but  which  are  not  needed  for  the  VA? 

Answer.  The  VISN  Director  is  VA's  Chief  Operating  Officer  within  the  VISN  and 
is  expected  to  deploy  VA  resources  to  maximize  the  value  received  for  the  invest- 
ment of  resources.  Support  of  redundant  services  would  be  inconsistent  with  VA 
management  guidance.  I  expect  VA  managers  to  manage  according  to  VA's  needs. 

SPECIALIZED  SERVICES 

Question.  Some  of  the  veterans  service  groups  are  particularly  concerned  that  the 
reorganization  into  service  networks,  and  the  emphasis  on  cost  containment,  may 
result  in  reduction  to  specialized  services. 

What  steps  are  being  taken  to  protect  these  services — post-traumatic  stress  dis- 
order treatment,  blind  rehabilitation,  spinal  cord  rehabilitation — those  activities 
really  meeting  the  unique  needs  of  service-connected  disabled  veterans,  and  how  im- 
portant are  these  services  to  the  VA  mission? 

Answer.  As  your  question  implies,  VA's  special  programs  help  define  the  unique 
aspects  of  the  VA  as  a  healthcare  system  for  veterans.  We  have  officially  recognized 
these  services  and  are  developing  specific  policies  and  performance  measures  for 
them.  Special  resource  allocation  procedures  will  be  developed  as  part  of  the 
Capitated  funding  methodology  to  recognize  their  special  program  missions. 

I.G.  AND  GAO  STUDIES 

Question.  The  I.G.  and  GAO  have  identified  significant  shortcomings  in  VA's 
budgeting  practices.  For  example,  VA  sought  $108  million  in  the  fiscal  year  1996 
budget  for  additional  staff  to  support  a  projected  increase  in  the  number  of  veterans 
seeking  care,  yet  VA  separately  requested  $208  million  for  new  facility  activations. 
GAO's  testimony  indicates  that  because  of  separate  planning  processes,  there  might 
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be  double-counting — the  projected  new  workload  may  well  be  associated  with  the  ac- 
tivations. How  much  confidence  can  we  have  in  the  accuracy  of  VA's  budget  esti- 
mates? 

Answer.  As  we  move  forward  with  the  planned  changes  in  VA,  I  hope  to  dem- 
onstrate that  you  can  have  a  very  high  degree  of  confidence  in  the  accuracy  of  VA's 
budget  estimates.  In  fiscal  year  1997  the  budgeting  for  activation  requirements  are 
modified  as  the  Medical  Care  request  does  not  include  "line  item"  requests  for  the 
activation  of  specific  projects.  The  Networks  are  expected  to  activate  projects  from 
within  the  level  of  resources  provided  in  their  total  Medical  Care  prospective  work- 
load budget  allocations.  However,  during  this  transition  period  management  level 
review  at  the  Networks  and  Central  Office  levels  will  be  performed  for  each  project. 
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OPENING  REMARKS 

Senator  Bond.  Our  next  panel  is  David  Baine,  Director  for  the 
Health,  Education  and  Human  Services  Division  of  the  General  Ac- 
counting Office;  William  Merriman,  the  Acting  Inspector  General, 
the  Department  of  Veterans  Affairs;  and  Richard  Schultz,  the  Na- 
tional Legislative  Director  of  the  Disabled  American  Veterans. 

Unfortunately,  I  have  a  commitment.  I  am  going  to  have  to  catch 
an  airplane.  Senator  Bennett  was  kind  enough  to  say  that  he  will 
continue  the  hearing.  And  we  will  accept  all  of  the  statements  in 
full  for  the  record.  We  would  ask  you  to  summarize  your  comments, 
if  you  can  make  it  in  5  minutes.  I  have  reviewed  the  testimony, 
and  frankly,  there  is  a  whole  lot  more  than  5  minutes  would  war- 
rant. And  I  can  assure  you  that  the  information  is  very  important. 
We  will  ask  just  a  few  questions,  but  I  would  like  to  begin  now 
with  Director  Baine. 

STATEMENT  OF  DAVID  BAINE 

Mr.  Baine.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee. We  thank  you  for  the  opportunity  to  talk  about  ways 
in  which  VA  can  operate  its  health  care  system  more  efficiently, 
and,  thereby,  perhaps  reduce  its  resource  needs. 

VA's  system  faces  increasing  pressures  to  contain  or  reduce 
spending  as  a  part  of  Govemmentwide  efforts  to  achieve  a  balanced 
budget.  As  you  know,  VA's  system  was  established  in  1930  pri- 
marily to  care  for  veterans  injured  during  wartime  service.  Over- 
time, VA  has  increasingly  treated  low-income  veterans  with  medi- 
cal conditions  unrelated  to  military  service. 

We  have  put  together  a  chart  that  shows  the  percentages  of  care 
for  service-connected  conditions  and  nonservice-connected  condi- 
tions. And  as  you  can  see,  about  12  percent  of  the  VA  workload  in 
the  hospitals  was  for  service-connected  conditions. 
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VA  facilities  have  also  increasingly  treated  veterans  in  an  out- 
patient setting  rather  than  inpatient  setting.  The  second  chart  il- 
lustrates the  trend  for  both  outpatient  and  inpatient  care  since 
1980. 

Over  the  last  5  years  or  so,  we  have  visited  about  75  VA  hos- 
pitals and  outpatient  clinics  to  assess  operating  practices  and  poli- 
cies. These  efforts,  combined  with  those  of  the  VA  inspector  general 
and,  in  fact,  with  the  Veterans  Health  Administration  itself,  have 
resulted  in  a  wide  range  of  recommended  actions  to  improve  effi- 
ciency and  effectiveness.  They  also  provide  a  sound  basis  for  as- 
sessing VA's  future  resource  needs. 

In  summary,  Mr.  Chairman,  we  believe  the  VA's  health  care  sys- 
tem should  be  able  to  make  a  significant  contribution  toward  deficit 
reduction  over  the  next  7  years.  VA,  in  our  view,  has  significantly 
overstated  its  future  resource  needs.  Moreover,  it  has  not  factored 
into  its  calculations  future  efficiency  savings.  The  VA  system  may 
have  more  discretionary  resources  available  than  was  previously 
expected. 

Let  me  go  back  to  the  first  point;  that  VA's  resource  needs  are 
overstated.  Our  detailed  statement  outlines  a  variety  of  reasons 
why  we  believe  this  is  so.  Let  me  turn  now,  just  real  quickly,  to 
the  efficiency  issues. 

We  believe  that  VA  could  reduce  its  operating  costs  by  billions 
of  dollars  over  the  next  7  years  by  completing  actions  on  a  wide 
range  of  efficiency  improvements.  I  am  not  so  sure  that  we  have 
a  precise  number,  but  I  think  we  can  give  you  a  range. 

Actions  are  already  underway  or  planned  on  many  of  these  im- 
provements. These  include  using  lower-cost  methods  to  serve  veter- 
ans— and  Dr.  Kizer  made  reference  to  several  of  those — consolidat- 
ing unused  or  duplicative  processes,  reducing  nonacute  hospital  ad- 
missions, and  enhancing  VA  revenues  for  treatment  of  non- 
veterans. 

The  success  of  these  efforts,  however,  depends  on  the  extent  to 
which  VA  and  its  health  facilities  are  held  accountable  for  how 
they  spend  appropriated  funds.  Unlike  private  care  providers,  VA, 
as  you  mentioned  before,  bears  few  of  the  risks  associated  with  in- 
efficient practices.  As  such,  it  has  little  economic  incentive  to  re- 
duce costs.  VA  managers  frequently  blame  inefficiencies  on  the  law. 
But  we  believe  that  this  is  a  bit  unfair. 

Historically,  VA  facility  managers  have  had  few  incentives  to  be- 
come more  efficient  because,  at  the  facility  level,  workload  is  count- 
ed toward  what  they  receive  in  the  next  year's  budget.  And  that 
provides  an  incentive  in  the  opposite  direction. 

Moreover,  we  found  many  instances  where  the  facility  directors, 
when  they  want  to  expand  a  program,  are  able  to  find  efficiencies 
to  fund  that  program.  And  we  have  detailed  a  few  of  those  in  our 
statement  also. 

Last  year,  under  Dr.  Kizer's  leadership,  VA's  top  managers  start- 
ed to  create  the  kind  of  incentives  that  have  long  existed  in  the  pri- 
vate sector.  You  talked  extensively  about  the  VISN  reorganization. 
We  think  that  is  a  step  in  the  right  direction.  Most  of  these  initia- 
tives are,  in  our  view,  not  something  that  will  provide  immediate 
savings,  but,  down  the  road,  you  perhaps  could  expect  substantial 
savings. 
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In  conclusion,  Mr.  Chairman,  given  VA's  inflated  assessments  of 
future  needs,  it  seems  the  system  may  not  need  to  spend  as  much 
resources  as  previously  expected.  And  the  efficiency  savings  that 
have  been  talked  about  this  morning  tend  to  reinforce  that  view. 

This,  to  us,  suggests  that  an  operating  goal  of  around  $16  billion 
or  thereabouts  may  be  achievable  for  the  foreseeable  future.  In  any 
event,  it  does  not  seem  likely  to  us  that  the  impact  of  a  funding 
level  of  about  $16.2  billion  would  result  in  the  kinds  of  dire  con- 
sequences that  some  people  have  predicted. 

Thank  you.  And  we  will  be  happy  to  take  your  questions. 

[The  statement  follows:] 

Prepared  Statement  of  David  P.  Baine 

Mr.  Chairman  and  Members  of  the  Subcommittee:  We  are  pleased  to  be  here 
today  to  discuss  ways  in  which  the  Department  of  Veterans  Affairs  (VA)  could  oper- 
ate more  efficiently  and  thereby  reduce  the  resources  needed  to  meet  the  health  care 
needs  of  veterans  in  what  is  commonly  referred  to  as  the  mandatory  care  category. 
With  a  fiscal  year  1995  appropriation  of  $16.2  billion,  VA's  system  faces  increasing 
pressures  to  contain  or  reduce  spending  as  part  of  govemmentwide  efforts  to  achieve 
a  balanced  budget. 

Our  comments  today  will  focus  on  (1)  VA's  forecasts  of  future  resource  needs,  (2) 
opportunities  to  operate  VA's  system  more  efficiently,  (3)  differences  between  VA 
and  the  private  sector  in  terms  of  incentives  to  become  more  efficient,  and  (4)  recent 
VA  efforts  to  reorganize  its  health  care  system  and  create  incentives  to  operate  more 
efficiently. 

During  the  past  several  years,  we  have  visited  over  75  VA  hospitals  and  out- 
patient clinics  to  assess  operating  policies,  procedures,  and  practices.  These  efforts 
nave  resulted  in  a  wide  range  of  recommended  actions  to  improve  the  efficiency  and 
effectiveness  of  the  VA  system.  Some  involve  ways  to  restructure  existing  delivery 
processes  to  lower  costs,  while  others  identify  ways  to  increase  the  recovery  of  the 
costs  of  health  care  provided  to  veterans  and  others.  Our  comments  are  based  pri- 
marily on  the  results  of  these  efforts  as  well  as  studies  done  by  the  Veterans  Health 
Administration  (VHA),  VA's  Office  of  Inspector  Greneral  (IG),  and  others. 

In  summary,  VA's  health  care  system  should  be  able  to  make  a  significant  con- 
tribution toward  deficit  reduction  over  the  next  7  years.  First,  the  system  may  not 
need  to  expend  the  level  of  resources  it  previously  estimated  to  meet  the  health  care 
needs  of  veterans  in  the  mandatory  care  category.  These  resources  are  overstated 
because  (1)  VA  does  not  adequately  reflect  the  declining  demand  for  VA  hospital 
care  in  estimating  its  resource  needs  and  (2)  much  of  the  care  VA  provides  is  discre- 
tionary (that  is,  VA  is  required  to  provide  the  services  only  to  the  extent  that  space 
and  resources  permit).  Second,  VA  could  reduce  operating  costs  by  billions  of  dollars 
over  the  next  7  years  by  completing  actions  on  a  wide  range  of  efficiency  improve- 
ments. Actions  are  already  under  way  or  planned  on  many  of  the  improvements. 

The  success  of  these  efforts,  however,  depends  on  the  extent  to  which  VA  and  its 
health  care  facilities  are  held  accountable  for  how  they  spend  appropriated  funds. 
Unlike  private  health  care  providers,  VA's  system  bears  few  of  the  risks  associated 
with  inefficient  operating  practices  and,  as  such,  has  little  economic  incentive  to  re- 
duce costs.  VA  managers  frequently  blame  inefficiencies  on  the  law,  but  this  ap- 
pears to  us  to  be  unfair.  Historically,  VA's  central  office  provided  few  incentives  for 
facilities  to  become  more  efficient.  'The  central  office  put  little  pressure  on  facilities 
to  treat  patients  in  the  most  cost-effective  manner  and  shifted  few  resources  among 
facilities  to  promote  efficiency.  At  the  facility  level,  however,  VA  managers  are  often 
able  to  find  ways  to  operate  more  efficiently  when  they  need  resources  to  implement 
new  services  or  expand  existing  ones. 

Recent  changes  at  VA  are  starting  to  create  the  types  of  efficiency  incentives  that 
have  long  existed  in  the  private  sector.  For  example,  VA's  reorganization  of  its 
health  care  facilities  into  22  Veterans  Integrated  Service  Networks  (VISN)  includes 
several  encouraging  elements  that  show  promise  for  providing  the  management 
framework  needed  to  realize  the  system's  full  savings  potential.  First,  VA  plans  to 
hold  network  directors  accountable  for  VISN's  performance  by  using,  among  other 
things,  cost-effectiveness  goals  and  measures  that  establish  accountability  for  oper- 
ating efficiently  to  contain  or  reduce  costs.  Second,  the  Under  Secretary  for  Health 
(1)  distributed  criteria  that  could  guide  VISN  directors  in  developing  the  types  of 
efficiency  initiatives  capable  of  5rielding  large  savings  and  (2)  gave  VISN  and  facility 
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directors  authority  to  realign  medical  centers  to  achieve  efficiencies.  Finally,  VHA's 
plans  to  develop  a  capitation  funding  process  could  provide  greater  incentives  to  im- 
prove efficiency,  provided  data  problems  are  resolved. 

BACKGROUND 

The  VA  health  care  system  was  established  in  1930,  primarily  to  provide  for  the 
rehabilitation  and  continuing  care  of  veterans  injured  during  wartime  service.  VA 
developed  its  health  care  system  as  a  direct  delivery  system  in  which  the  govern- 
ment owned  and  operated  its  own  health  care  facilities.  It  grew  into  the  nation's 
largest  direct  delivery  system. 

Veterans'  health  care  benefits  include  medically  necessary  hospital  and  nursing 
home  care  and  some  outpatient  care.  Certain  veterans,  however,  have  a  higher  pri- 
ority for  receiving  care  and  are  eligible  for  a  wider  range  of  services.  Such  veterans 
are  generally  referred  to  as  Category  A,  or  mandatory  care  category,  veterans. 

More  specifically,  VA  must  provide  hospital  care,  and,  if  space  and  resources  are 
available,  may  provide  nursing  home  care  to  certain  veterans  with  injuries  related 
to  their  service  or  whose  incomes  are  below  specified  levels.  These  mandatory  care 
veterans  include  those  who 

— have  service-connected  disabilities, 

— were  discharged  from  the  military  for  disabilities  that  were  incurred  or  aggra- 
vated in  the  line  of  duty, 

— are  former  prisoners  of  war, 

— were  exposed  to  certain  toxic  substances  or  ionizing  radiation, 

— served  during  the  Mexican  Border  Period  or  World  War  I, 

— receive  disability  compensation, 

— receive  nonservice-connected  disability  pension  benefits,  and 

— have  incomes  below  the  means  test  threshold  (as  of  January  1995,  $20,469  for 
a  single  veteran  or  $24,565  for  a  veteran  with  one  dependent,  plus  $1,368  for 
each  additional  dependent). 

For  veterans  with  higher  incomes  who  do  not  qualify  under  these  conditions,  VA 
may  provide  hospital  care  if  space  and  resources  are  available.  These  discretionary 
care  category  veterans,  however,  must  pay  a  part  of  the  cost  of  the  care  they  receive. 

VA  also  provides  three  basic  levels  of  outpatient  care  benefits: 

— comprehensive  care,  which  includes  ail  services  needed  to  treat  any  medical 
condition; 

— service-connected  care,  which  is  limited  to  treating  conditions  related  to  a  serv- 
ice-connected disability;  and 

— hospital-related  care,  which  provides  only  the  outpatient  services  needed  to  (1) 
prepare  for  a  hospital  admission,  (2)  obviate  the  need  for  a  hospital  admission, 
or  (3)  complete  treatment  begun  during  a  hospital  stay. 

Separate  mandatory  and  discretionary  care  categories  apply  to  outpatient  care. 
Only  veterans  with  service-connected  disabilities  rated  at  50  percent  or  higher 
(about  465,000  veterans)  are  in  the  mandatory  care  category  for  comprehensive  out- 
patient care.  Ail  veterans  with  service-connected  disabilities  are  in  the  mandatory 
care  category  for  treatments  related  to  their  disabilities;  they  are  also  eligible  for 
hospital-related  care  of  nonservice-connected  conditions,  but,  with  the  exception  of 
veterans  with  disabilities  rated  at  30  or  40  percent,  they  are  in  the  discretionary 
care  category.  Most  veterans  with  no  service-connected  disabilities  are  eligible  only 
for  hospital-related  outpatient  care  and,  with  few  exceptions,  are  in  the  discre- 
tionary care  category. 

From  its  roots  as  a  system  to  treat  war  injuries,  VA  health  care  has  increasingly 
shifted  toward  a  system  focused  on  the  treatment  of  low-income  veterans  with  medi- 
cal conditions  unrelated  to  military  service.  In  fiscal  year  1995,  only  about  12  per- 
cent of  the  patients  treated  in  VA  hospitals  received  treatment  for  service-connected 
disabilities.  By  contrast,  about  59  percent  of  the  patients  treated  had  no  service-con- 
nected disabilities.  About  28  percent  of  VA  hospital  patients  had  service-connected 
disabilities  but  were  treated  for  conditions  not  related  to  those  disabilities.  (See  fig. 
1.) 

Figure  1. — VA  Hospital  Users  by  Purpose  of  Treatment,  Fiscal  Year  1995 

Type  of  care  Percent  of  Discharges 

Treated  for  SC  condition  12.1 

SC,  treated  for  NSC  condition  28.3 

NSC  with  pension  10.4 

NSC  without  pension  48.6 


Figure  1.- 
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-VA  Hospital  Users  by  Purpose  of  Treatment,  Fiscal  Year  1995- 
Continued 


Percent  of  Discharges 

6 


Notes:  Data  are  based  on  the  fiscal  year  1995  VA  patient  treatment  file. 
SC — service  connected;  NSC — nonservice  connected. 

Between  fiscal  years  1980  and  1995,  VA  facilities  underwent  some  fundamental 
changes  in  workload.  The  days  of  hospital  care  provided  fell  from  26  million  in  1980 
to  14.7  million  in  1995;  number  of  outpatient  visits  increased  from  15.8  million  to 
26.5  million;  and  the  average  number  of  veterans  receiving  nursing  home  care  in 
VA-owned  facilities  increased  from  7,933  to  13,569.  (See  fig.  2.) 

Figure  2. — Changes  in  VA  Facilities'  Workload,  Fiscal  Year  1980-95 
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During  this  same  time  period,  VA's  medical  care  budget  authority  grew  from 
about  $5.8  billion  to  $16.2  billion.  (See  fig.  3.) 
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Figure  3.— VA  Medical  Care  Budget  Authority,  Fiscal  Year  1980-95 
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Note;  Numbers  have  not  been  adjusted  for  inflation. 

For  fiscal  year  1996,  VA  sought  medical  care  budget  authority  of  about  $17.0  bil- 
lion, an  increase  of  $747  million  over  its  fiscal  year  1995  authority,  to  maintain  and 
operate  173  hospitals,  376  outpatient  clinics,  136  nursing  homes,  and  39  domicil- 
iaries.  VA  expects  its  facilities  to  provide  (1)  about  14.1  million  days  of  hospital  care, 
(2), nursing  home  care  to  an  average  of  14,885  patients,  and  (3)  about  25.3  million 
outpatient  visits. 

On  July  29,  1995,  the  Congress  adopted  a  budget  resolution  providing  VA  medical 
care  budget  authority  of  $16.2  billion  annually  for  7  years  (fiscal  years  1996-2002). 
The  budget  resolution  would  essentially  freeze  VA  spending  at  the  fiscal  year  1995 
level. 

VA  estimated  that  such  a  freeze  would  result  in  a  cumulative  shortfall  of  almost 
$24  billion  in  the  funds  it  would  need  to  maintain  current  services  to  the  veteran 
population  through  2002.  ^  As  used  by  VA,  current  services  encompasses  maintain- 
ing the  currently  funded  workload,  including  services  to  veterans  in  both  the  man- 
datory and  discretionary  care  categories  and  services  to  nonveterans. 

RESOURCES  NEEDED  TO  MEET  NEEDS  OF  VETERANS  IN  MANDATORY  CARE  CATEGORY 

ARE  OVERSTATED 

The  resources  VA  facilities  will  need  over  the  next  7  to  10  years  to  provide  hos- 
pital and  certain  outpatient  care  to  veterans  in  the  mandatory  care  category  are, 
in  our  view,  overstated  for  the  following  reasons: 

— VA  did  not  adequately  consider  the  impact  of  the  declining  veteran  population 
on  future  demand  for  inpatient  hospital  care. 

— ^A  significant  portion  of  VA  resources  is  used  to  provide  services  to  veterans  in 
the  discretionary  care  category  who  are  eligible  for  care  only  to  the  extent  space 
and  resources  are  available. 

— Considerable  resources  are  expended  on  services  that  are  not  covered  under  vet- 
erans' VA  benefits. 

— Medical  centers  tend  to  overstate  their  workloads  and  therefore  their  resource 
needs. 

— VA  included  resources  for  facility  and  program  activations  in  estimating  the  re- 
sources it  would  need  to  maintain  current  services  even  though  such  activations 
represent  an  expansion  over  current  services.  ^ 

— Services  provided  to  nonveterans  through  sharing  agreements  are  included  in 
VA's  justifications  of  future  resource  needs  even  though  the  provision  of  services 
through  sharing  agreements  is  to  be  limited  to  sales  of  excess  capacity. 


1  In  September  1995,  we  reported  that  VA  overestimated  the  potential  budget  shortfall  be- 
cause it  assumed  that  there  would  be  (1)  an  increase  in  the  VA  facihty  workload  in  fiscal  year 
1996  and  that  it  would  be  sustained  during  the  entire  7-year  period,  (2)  limited  savings  achieved 
through  improvements  in  the  efficiency  with  which  services  are  provided  by  VA  facilities,  and 
(3)  steadily  increasing  costs,  workload,  and  staffing  due  to  opening  or  expanding  facilities. 
("Medical  Care  Budget  Alternatives"  (GAO/HEHS-95-247R,  Sept.  12,  1995.) 

2  Activations  include  opening  new  facihties  and  expanding  existing  facilities  and  programs 
through  modernization  and  new  construction. 
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Declining  Veteran  Population  Will  Reduce  Future  Resource  Needs 

In  estimating  the  resources  it  will  need  to  maintain  current  services  over  the  next 
7  fiscal  years,  VA  assumed  that  the  number  of  hospital  patients  it  treats  will  re- 
main constant.  The  number  of  hospital  patients  VA  treats,  however,  actually 
dropped  by  56  percent  over  the  past  25  years  and  should  continue  to  decline  in  the 
future.  In  addition,  because  of  the  declining  demand  for  inpatient  care  over  the  past 
25  years,  the  number  of  operating  beds  in  the  VA  health  care  system  declined  by 
about  50  percent  between  1969  and  1994.  About  50,000  VA  hospital  beds  were 
closed  or  converted  to  other  uses.  The  decline  in  psychiatric  beds  was  most  pro- 
nounced from  about  50,000  beds  in  1969  to  17,300  beds  in  1994.  (See  fig.  4.) 

Figure  4. — Operating  Beds  in  VA  Hospitals,  Fiscal  Year  1969-94 
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Further  declines  in  operating  beds  are  likely  in  the  next  7  to  10  years  as  the  vet- 
eran population  continues  to  decline.  If  veterans  continue  to  use  VA  hospital  care 
at  the  same  rate  that  they  did  in  1994 — that  is,  if  VA  continues  services  at  current 
levels — days  of  care  provided  in  VA  hospitals  should  decline  from  15.4  million  in 
1994  to  about  13.7  million  by  2010.  (See  fig.  5.)  Our  projections  are  adjusted  to  re- 
flect the  higher  usage  of  hospital  care  by  older  veterans.^ 

Figure  5.— Projected  Age-Adjusted  Days  ofVA  Hospital  Care,  1994-2010 

Actual  year  Days  in  thousands 

1994 15,434 

1996 15,414 

1998 15,387 

2000  15,272 

2002 15,114 


^The  declining  veteran  population  will  lead  to  significant  declines  in  VA  acute  hospitalization 
even  as  the  acute  care  needs  of  the  surviving  veterans  increase.  The  veteran  population  is  esti- 
mated to  decline  from  about  26.3  million  in  1995  to  just  over  20  million  in  2010.  Although  the 
health  care  needs  of  veterans  increase  as  they  age,  the  overall  decline  in  the  number  of  veterans 
will  more  than  offset  the  increase  and  should  lead  to  a  further  reduction  in  the  number  of  days 
of  VA  hospital  care.  In  addition,  many  veterans  leave  the  VA  system  when  they  become  Medi- 
care-eligible. 
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Figure  5. — Projected  Age-Adjusted  Days  ofVA  Hospital  Care,  1994-2010 — 

Continued 

Actual  year  Days  in  thousands 

2004 14,878 

2006 14,568 

2008  14,186 

2010  13,743 

Source:  Based  on  VA  annual  reports,  fiscal  years  1980-94,  and  VA  projections  of  the  veteran 
population  by  age  through  2010. 

Much  VA  Care  Is  Discretionary 

VA  has  underestimated  the  extent  to  which  its  health  care  resources  are  spent 
on  services  for  veterans  in  the  discretionary  care  categories.  Specifically,  about  15 
percent  of  veterans  using  VA  medical  centers  have  no  service-connected  disabilities 
and  have  incomes  that  place  them  in  the  discretionary  care  (that  is,  care  may  be 
provided  to  the  extent  that  space  and  resources  permit)  category  for  both  inpatient 
and  outpatient  care.  In  addition,  VA  incorrectly  applied  inpatient  eligibility  cat- 
egories to  its  outpatients,  thus  overestimating  the  amount  of  outpatient  care  that 
is  subject  to  the  availability  of  space  and  resources.  VA  does  not,  however,  differen- 
tiate between  services  provided  to  veterans  in  the  mandatory  and  discretionary  care 
categories  in  justifying  its  budget  request.  As  a  result,  the  Congress  has  little  basis 
for  determining  which  portion  of  VA's  discretionary  workload  to  fund. 

A  portion  of  VA's  workload  is  composed  of  higher  income  veterans  with  no  service- 
connected  disabilities.  In  fiscal  year  1991,  about  10.7  percent  of  the  555,000  veter- 
ans receiving  hospital  care  in  VA  facilities  were  veterans  with  no  service-connected 
disabilities  with  incomes  of  $20,000  or  more."*  Including  both  inpatient  and  out- 
patient care,  about  11  percent  (91,520)  of  the  single  veterans  with  no  service-con- 
nected disabilities  (832,000)  and  57  percent  (227,430)  of  the  married  veterans  with 
no  service-connected  disabilities  (399,000)  using  VA  medical  centers  in  1991  had  in- 
comes of  $20,000  or  more.  Among  married  veterans  with  no  service-connected  dis- 
abilities who  used  VA  medical  centers,  15  percent  (59,850)  had  incomes  of  $40,000 
or  more.^ 

In  March  1992,  VA's  Inspector  General  estimated,  on  the  basis  of  work  at  one  typ- 
ical VA  outpatient  clinic,  tnat  about  half  of  the  patients  and  about  one-third  of  the 
visits  veterans  made  to  VA  outpatient  clinics  should  have  been  classified  as  discre- 
tionary rather  than  mandatory  care.  This  occurred  because  VA  was  applying  inpa- 
tient eligibility  provisions  to  its  outpatients.  While  VA  is  required  to  provide  needed 
hospital  treatment  to  the  9  million  to  11  million  veterans  in  the  mandatory  care  cat- 
egory, over  90  percent  of  those  veterans  are  in  the  discretionary  care  category  for 
outpatient  care  other  than  for  services  related  to  treatment  of  a  service-connected 
disability. 

Extensive  Resources  Spent  on  Noncovered  Services 

The  VA  Inspector  General  further  reported  that  about  56  percent  of  discretionary 
care  outpatient  visits  were  to  provide  services  that  were  not  covered  under  the  vet- 
erans' VA  benefits.  Most  veterans'  outpatient  benefits  are  limited  to  hospital-related 
care.  An  estimated  $321  million  to  $831  million  of  the  approximately  $3.7  billion 
VA  expended  on  outpatient  care  in  fiscal  year  1992  may  have  been  for  treatments 
provided  to  veterans  in  the  discretionary  care  category  that  were  not  covered  under 
VA  health  care  benefits.^ 

Medical  Centers  Tend  to  Overstate  Workload 

VA  medical  centers  frecjuently  overstate  the  number  of  inpatients  and  outpatients 
treated  and  therefore  their  resource  needs.  VA  has  long  had  a  problem  with  veter- 
ans failing  to  keep  scheduled  appointments.  But  once  an  outpatient  visit  is  sched- 
uled, it  is  entered  into  VA's  computerized  records  and  counted  as  an  actual  visit  un- 
less action  is  taken  at  the  medical  center  to  delete  the  record. 

VA's  IG  identified  problems  in  the  reporting  of  both  inpatient  care  and  outpatient 
visits  at  several  medical  centers.  For  example,  the  IG  found  that  9  percent  of  the 
visits  at  the  Milwaukee  VA  medical  center  and  7  percent  of  the  visits  at  the 


"  VA  Health  Care:  A  Profile  of  Veterans  Using  VA  Medical  Centers  in  1991  (GAO/HEHS-94- 
113FS,  Mar.  29,  1994). 

^In  1991,  a  veteran  without  dependents  was  in  the  mandatory  care  category  for  inpatient  hos- 
pital care  and  hospital-related  outpatient  care  if  he  or  she  had  income  below  $18,171;  the  income 
threshold  increased  by  $3,634  for  one  dependent  and  $1,213  for  each  additional  dependent. 

^  VA  Office  of  Inspector  General,  "Audit  of  the  Outpatient  Provisions  of  Public  Law  100-322," 
Report  No.  2AB-A02-059  (Washington,  D.C.:  Mar.  31,  1992). 
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Murfreesboro  medical  center  were  not  countable  workload  because  they  represented 
"no  shows."''  Similarly,  a  1994  VA  IG  report  found  that  actual  surgical  workload 
at  the  Sepulveda  VA  medical  center  was  37  percent  lower  than  reported.® 

Resource  Needs  for  Activations  Appear  Overstated 

The  resources  VA  believes  it  needs  to  maintain  current  services  include  resources 
needed  to  support  new  workload  generated  through  activation  of  programs  and  fa- 
cilities. Almost  25  percent  of  the  budget  shortfall  VA  estimated  to  occur  over  the 
next  7  fiscal  years  under  the  congressional  budget  resolution  would  result  from  the 
lack  of  funds  for  facility  activations  and  planned  workload  expansions.  Delaying  or 
stopping  activations  is,  however,  a  difficult  political  decision,  particularly  for  those 
projects  already  under  way. 

In  its  analysis  of  the  resources  it  will  need  to  maintain  current  services  over  the 
next  7  fiscal  years,  VA  assumed  that  it  will  continue  to  incur  additional  costs,  add 
staff,  and  attract  new  users  through  facility  activations.  For  example,  VA's  estimate 
that  it  will  need  $20.9  billion  dollars  in  the  year  2000  to  maintain  current  services 
includes  increases  of  over  $993  million  and  10,000  full-time-equivalent  (FTE)  em- 
ployees for  activations.  In  other  words,  the  inclusion  of  activation  costs  overstates 
the  resources  VA  will  need  in  the  year  2000  in  order  to  maintain  current  services 
by  almost  $1  billion. 

In  addition,  the  funds  VA  seeks  for  activations  may  be  overstated  because  the  ac- 
tivations planning  process  is  not  integrated  with  the  resource  planning  and  manage- 
ment (RPM)  system  workload  forecasting  process.  VA  sought  about  $108  million  and 
1,509  FTE's  in  its  fiscal  year  1996  budget  submission  to  support  a  projected  increase 
in  the  number  of  veterans  seeking  care.  These  estimates,  based  on  workload  fore- 
casts developed  through  RPM,  reflect  historical  trend  data  that  could  include  work- 
load increases  resulting  from  prior  years'  facility  and  program  activations.  In  other 
words,  the  resources  requested  for  workload  increases  projected  using  RPM  likely 
include  resources  for  some  of  the  estimated  workload  to  be  generated  through  fiscal 
year  1996  activations.  VA  sought  an  additional  $208  million  for  facility  activations 
based  on  the  separate  activations  planning  process.  VA  officials  agree  that  some 
double  counting  may  be  occurring  because  of  the  separate  planning  processes,  but 
believe  that  the  amount  of  duplication  is  minimal.  We  are  currently  exploring  the 
extent  of  such  duplication  for  this  Subcommittee. 

VA  Includes  Sharing  Agreement  Workload  in  Budget  Justification 

VA  counts  services  provided  to  nonveterans  through  sharing  agreements  with 
military  and  private  sector  hospitals  and  clinics  in  iustif5dng  the  resources  it  will 
need  during  the  next  fiscal  year.  In  other  words,  VA  essentially  builds  in  "excess" 
resources  to  sell  to  DOD  and  the  private  sector.  VA  also  bills,  and  is  allowed  to  re- 
tain, the  costs  of  services  provided  through  sharing  agreements. 

Health  resources  sharing,  which  involves  the  buying,  selling,  or  bartering  of 
health  care  services,  can  be  beneficial  to  both  parties  in  the  agreement  and  helps 
contain  health  care  costs  by  making  better  use  of  medical  resources.  For  example, 
it  is  often  cheaper  for  a  hospital  to  buy  an  infrequently  used  diagnostic  test  from 
another  hospital  than  it  is  to  purchase  the  needed  equipment  and  provide  the  serv- 
ice directly.  Similarly,  a  hospital  that  is  using  an  expensive  piece  oi  equipment  only 
4  hours  a  day  but  is  staffed  to  operate  the  equipment  for  8  hours  could  generate 
additional  revenues  by  selling  its  excess  capacity  to  other  providers. 

To  allow  federal  agencies'  resources  to  be  used  to  maximum  capacity  and  avoid 
unnecessary  duplication  and  overlap  of  activities,  VA  is  authorized  to  sell  excess 
health  care  services  to  DOD.  In  addition,  VA  can  share  specialized  medical  re- 
sources with  nonfederal  hospitals,  clinics,  and  medical  schools.  Medical  resources 
can  be  sold  to  DOD  and  the  private  sector  only  if  the  sale  does  not  adversely  affect 
health  care  services  available  to  veterans.  As  an  incentive  to  share  excess  health 
care  resources,  the  VA  facilities  providing  services  through  sharing  agreements  are 
allowed  to  recover  and  retain  the  cost  of  the  services  from  DOD  or  the  private  sector 
facility. 

In  fiscal  year  1995,  VA  sold  about  $25.3  million  in  specialized  medical  resources 
to  private  sector  hospitals  and  about  $33.0  million  in  health  care  services  to  the 
military  health  care  system.  Although  VA  facilities  received  separate  reimburse- 


'VA  Office  of  Inspector  General,  Audit  of  Clement  J.  Zablocki  VA  Medical  Center,  Milwaukee, 
Wisconsin,  Report  No.  2R4-F03-112  (Washington,  D.C.:  March  25,  1992)  and  Audit  of  Alvin  C. 
York  VA  Medical  Center,  Murfreesboro,  Tennesee,  Report  No.  2R3-F03-029  (Washington,  D.C.: 
Dec.  16,  1991). 

^VA  Office  of  Inspector  General,  Special  Inquiry  of  Veterans  Health  Administration  Medical 
Centers  Sepulveda  and  West  Los  Angeles,  CA,  Report  No.  4R4-A01-111  (Washington,  D.C.:  Sept. 
21,  1994). 
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ment  for  the  workload  generated  through  these  sharing  agreements,  the  workload 
was  nevertheless  included  in  VA's  justification  of  its  budget  request. 

va's  resource  needs  should  be  further  reduced  through  increased 

efficiency 

In  its  assessment  of  the  potential  budget  shortfall  VA  would  face  if  its  budget 
were  frozen  at  fiscal  year  1995  levels  for  7  years,  VA  assumed  that  there  would  be 
no  change  in  the  efficiency  with  which  it  delivers  health  care  services  beyond  the 
unspecified  savings  of  $335  million  expected  to  occur  in  fiscal  year  1996.  VA  should 
be  able  to  further  reduce  its  resource  needs  by  billions  of  dollars  over  the  7-year 
period  through  improved  efficiency  and  resource  enhancements. 

During  the  past  5  to  10  years,  GAO,  VA's  IG,  VHA,  the  Vice  President's  National 
Performance  Review,  and  others  identified  numerous  opportunities  to  use  lower-cost 
methods  to  deliver  veterans'  health  care  services,  consolidate  underused  or  duplicate 
processes  to  increase  efficiency,  reduce  nonacute  admissions  and  days  of  care  in  VA 
hospitals,  close  underused  VA  hospitals,  and  enhance  VA  revenues  from  services 
sold  to  nonveterans  and  care  provided  to  veterans. 

VA  has  actions  planned  or  under  way  to  take  advantage  of  many  of  these  opportu- 
nities. Such  actions  should  reduce  VAs  resource  needs  over  the  next  7  to  10  years 
by  several  billion  dollars. 

Use  Lower-Cost  Methods  for  Delivering  Health  Care  Services 

Numerous  opportunities  to  achieve  savings  through  changes  in  the  way  VA  deliv- 
ers health  care  services  to  veterans  should  allow  VA  facilities  to  provide  services  of 
equal  or  higher  quality  at  a  lower  cost.  For  example: 

— Providing  90-day  rather  than  30-day  supplies  of  low-cost  maintenance  prescrip- 
tions enabled  VA  pharmacies  to  save  about  $45  million  in  fiscal  year  1995.  The 
savings  resulted  because  VA  pharmacies  handled  over  15  million  fewer  prescrip- 
tions. Although  VA  encouraged  its  medical  centers  to  implement  multi-month 
dispensing  in  response  to  our  January  1992  report,  the  full  potential  has  not 
been  achieved  because  medical  centers  have  been  slow  to  adopt  multi-month 
dispensing.^ 

— Purchasing  services  from  community  providers  when  they  can  provide  the  care 
at  a  lower  cost  could  also  potentially  result  in  savings.  VA  has  encouraged  its 
medical  centers  to  establish  "access  points"  that  can  provide  services  at  lower 
cost  than  at  VA  outpatient  clinics  and,  at  the  same  time,  improve  accessibility 
for  veterans.  To  date,  only  a  few  medical  centers  have  established  such  access 
points,  but  many  others  are  developing  plans  to  shift  care  to  lower-cost  commu- 
nity settings.  Although  it  appears  that  community  providers  can  often  provide 
services  at  lower  cost  than  VA,  the  ultimate  effect  of  access  points  on  overall 
VA  spending  depends  on  such  issues  as  the  extent  to  which  the  access  points 
attract  new  users  and  the  extent  to  which  current  users  increase  their  use  of 
VA  in  response  to  improved  accessibility. 

— ^VA  should  save  in  excess  of  $225  million  over  a  7-year  period  by  adopting  Medi- 
care fee  schedules.  VA's  Inspector  General  compared  the  amount  paid  by  VA 
under  its  fee-basis  program  with  Medicare  fee  schedules  and  found  that  VA 
paid  more  than  the  Medicare  rate  in  over  half  of  the  cases  reviewed.  VA  plans 
to  adopt  Medicare  fee  schedules  for  both  its  outpatient  fee-basis  pa3anents  and 
for  payment  of  inpatient  physician  and  ancillary  services  at  non-VA  hos- 
pitals.^" ^^  VA  expects  to  begin  using  Medicare  fee  schedules  by  July  1996. 

— Through  the  establishment  of  primary  care  teams,  VA  hospitals  should  be  able 
to  reduce  veterans'  inappropriate  use  of  more  costly  specialty  clinics  and  achieve 
significant  savings  in  stafT  costs.  As  we  reported  in  October  1993,  VA  hospitals 
allow  many  veterans  to  receive  general  medical  care  in  specialty  care  clinics 
after  their  conditions  are  stabilized.  Transferring  such  veterans  to  primary  care 
clinics  in  a  timely  manner  will  allow  lower-cost  primary  care  staff  to  meet  their 
medical  needs  rather  than  higher-cost  specialists.  ^^ 


®VA  Health  Care:  Modernizing  VA's  Mail-Service  Pharmacies  Should  Save  Millions  of  Dollars 
(GAO/HRD-92-30,  Jan.  22,  1994). 

^°  VA  Office  of  Inspector  General,  Audit  of  Fee-Basis  Payments  for  Inpatient  Medical  Care,  Re- 
port No.  5R3-A05-108  (Washington,  D.C.:  Sept.  29,  1995). 

i^VA  Office  of  Inspector  General,  Audit  of  Fee-Basis  Payments  for  Outpatient  Medical  Care, 
Report  No.  5R3-A02-063  (Washington,  D.C.:  May  25,  1995)" 

12  Va  Health  Care:  Restructuring  Ambulatory  Care  System  Would  Improve  Services  to  Veterans 
(GAO/HRD-94-4,  Oct.  14,  1993). 

13  VA  Health  Care:  Albuquerque  Medical  Center  Not  Recovering  Full  Costs  of  Lithotripsy  Serv- 
ices ^GAO/HEHS-95-19,  Dec.  28,  1994). 
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— By  purchasing  specialized  medical  care  services,  such  as  PET  scans  and 
lithotripsy,  from  community  providers  rather  than  bujdng  expensive,  but  seldom 
used,  equipment,  VA  could  reduce  its  costs  of  providing  such  services  and  at  the 
same  time  improve  accessibility  of  such  care  for  veterans.  For  example,  al- 
though the  Albuquerque  VA  medical  center  treated  a  total  of  only  24  veterans 
for  ladney  stone  removal  in  fiscal  years  1990  through  1992,  the  hospital  pur- 
chased a  lithotripter,  a  machine  that  breaks  up  kidney  stones  so  that  they  can 
be  eliminated  without  surgery,  at  a  cost  of  almost  $1.2  million.  During  its  first 
year  of  operation,  34  veterans  received  treatment.  A  private  provider  in  the 
same  city  provided  lithotripsy  services  for  $2,920  a  procedure.  Thus,  the  hos- 
pital could  have  met  the  34  veterans'  needs  at  a  cost  of  about  $100,000  com- 
pared to  its  expenditure  of  $1.2  million  plus  operating  costs.  Although  the  hos- 
pital sold  lithotripsy  services  to  more  nonveterans  than  it  provided  to  veterans, 
the  hospital  has  used  the  equipment  at  less  than  one-fifth  of  its  normal  operat- 
ing capacity.  ^3 

— VA  expects  to  also  achieve  savings  by  establishing  a  national  drug  formulary. 
Historically,  each  VA  facility  has  established  its  own  formulary — that  is,  a  list 
of  medications  that  are  approved  for  use  for  treating  patients.  VA  noted  that 
establishing  a  national  formulary  should  increase  standardization,  decrease  in- 
ventory costs,  heighten  efficiency,  and  lower  pharmaceutical  costs  through  en- 
hanced competition.  VA  has  not  estimated  the  potential  savings,  but  VA  could 
realize  a  $100  million  savings  if  using  the  national  formulary  can  achieve  a  10- 
percent  reduction  in  the  cost  of  purchasing  medications. 

— VA  expects  to  save  $168  million  over  a  6-year  period  by  phasing  out  and  closing 
its  supply  depots  and  establishing  a  just-in-time  delivery  system  for  medical 
care  supplies  and  drugs,  as  recommended  by  the  Vice  President's  National  Per- 
formance Review.  The  depots  were  closed  at  the  end  of  fiscal  year  1994,  and 
contracts  for  just-in-time  delivery  of  drugs  are  in  place.  Actions  to  award  just- 
in-time  contracts  for  medical  supplies  and  subsistence  items  are  expected  to  be 
completed  within  the  next  4  months. 

Consolidate  Underused  or  Duplicate  Processes 

VA  also  has  several  nationwide  initiatives  under  way  to  integrate,  consolidate,  or 
merge  duplicate  or  underused  services.  Such  actions  should  result  in  additional  sav- 
ings over  the  next  7  years.  For  example: 

— By  creating  several  bulk  processing  facilities  to  fill  mail-order  prescriptions,  VA 
will  reduce  its  handling  costs  by  two-thirds,  providing  a  savings  of  about  $26 
million  in  fiscal  year  1996.  As  we  reported  in  January  1992,  VA  was  mailing 
prescriptions  to  veterans  from  over  200  locations  resulting  in  uneconomically 
small  workloads  and  labor-intensive  processes.  To  date,  VA  has  four  operating 
bulk  processing  facilities  using  newly  designed  automated  equipment  and  proc- 
esses; another  three  facilities  are  not  yet  operational.  Prescription  workload  is 
being  transferred  systematically  from  VA  hospitals  to  the  new  bulk  processing 
centers.  1^  When  they  are  fully  operational,  these  facilities  could  save  about  $74 
million  a  year. 

— By  consolidating  14  laundry  facilities  over  a  3-year  period,  VA  expects  to 
achieve  one-time  equipment  and  renovation  savings  of  about  $38  million  as  well 
as  recurring  savings  of  about  $600,000  per  year  from  operational  efficiencies. 
Under  a  management  improvement  initiative,  VA  identified  facilities  for  inte- 
gration that  were  scheduled  for  or  had  requested  funding  for  new  equipment  or 
renovation.  Five  of  the  14  consolidations  were  completed  in  1995;  the  remaining 
9  are  scheduled  to  be  completed  within  the  next  2  years. 

— ^An  internal  VA  Management  Improvement  Task  Force  predicted  in  1994  that 
VA  could  save  up  to  $73  million  in  recurring  personnel  costs  by  integrating 
management  of  VA  facilities.  Among  other  things,  the  task  force  recommended 
that  the  administrative  and  clinical  management  of  60  facilities  be  integrated 
into  29  partnerships.  The  task  force  expected  that  these  facility  integrations 
could  reduce  service  and  staffing  duplication,  integrate  clinical  programs, 
achieve  economies  of  scale,  and  free  resources  to  invest  in  new  services.  To  date, 
about  one-third  of  the  recommended  integrations  have  been  approved.  To  the 
extent  that  measurable  savings  occur,  however,  VA  allows  the  facilities  to  rein- 
vest the  savings  into  providing  more  clinical  programs.  Examples  of  reinvest- 
ment include  equipment,  construction  projects,  opening  of  access  points,  and  in- 
creasing specialty  and  subspecialty  clinics.   Our  ongoing  work  for  this  Sub- 


13  VA  Health  Care:  Albuquerque  Medical  Center  Not  Recovering  Full  Costs  of  Lithotripsy  Serv- 
ices (GAO/HEHS-95-19,  Dec.  28,  1994). 
14GAO/HRD-92-30,  Jan.  22,  1992. 
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committee  will  assess  the  extent  that  these  and  other  management  improve- 
ment initiatives  recommended  by  the  task  force  have  been  implemented  and  are 
achieving  measurable  savings. 

Reduce  Nonacute  Admissions  and  Days  of  Care 

Establishing  preadmission  certification  procedures  for  admissions  and  days  of  care 
similar  to  those  used  by  private  health  insurers  could  save  VA  hundreds  of  millions 
of  dollars  by  reducing  nonacute  admissions  and  days  of  care  in  VA  hospitals. 

VA  hospitals  too  often  serve  patients  whose  care  could  be  more  efficiently  pro- 
vided in  alternative  settings,  sucn  as  an  outpatient  clinic  or  nursing  home.  In  1985, 
we  reported  that  about  43  percent  of  the  days  of  care  that  VA  medical  and  surgical 
patients  spent  in  the  VA  hospitals  reviewed  could  have  been  avoided.  ^^  Since  then, 
a  number  of  studies  by  VA  researchers  and  the  Inspector  General  have  found  simi- 
lar problems. 

For  example,  a  1991  VA-funded  study  of  admissions  to  VA  acute  medical  and  sur- 
gical bed  sections  estimated  that  43  percent  ( +  /  -  3  percent)  of  admissions  were 
nonacute.  Nonacute  admissions  in  the  50  randomly  selected  VA  hospitals  studied 
ranged  from  25  to  72  percent.  The  study  suggested  several  reasons  lor  the  higher 
rate  of  nonacute  admissions  to  VA  hospital  than  to  private  sector  hospitals,  includ- 
ing the  following: 

— VA  facilities  do  not  have  the  necessary  financial  incentives  to  make  the  transi- 
tion to  outpatient  care; 

— VA,  unlike  the  private  sector,  does  not  have  formal  mechanisms  to  control 
nonacute  admissions,  such  as  mandatory  preadmission  review;  and 

— VA,  unlike  the  private  sector,  has  a  significantly  expanded  social  mission  that 
may  influence  the  use  of  resources  for  patients. ^^ 

A  1993  study  by  VA  researchers  reported  similar  findings.  At  the  24  VA  hospitals 
studied,  47  percent  of  admissions  and  45  percent  of  days  of  care  in  acute  medical 
wards  were  nonacute;  64  percent  of  admissions  and  34  percent  of  days  of  care  in 
surgical  wards  were  nonacute.  Reasons  cited  for  nonacute  admissions  and  days  of 
care  included  nonavailability  of  outpatient  care,  conservative  physician  practices, 
delays  in  discharge  planning,  and  social  factors.  Although  the  study  cited  VA  eligi- 
bility as  contributing  to  some  inappropriate  admissions  and  days  of  care,  the  study 
recommended  only  minor  changes  in  VA  eligibility  provisions.  Rather,  it  suggested 
that  VA  establish  a  systemwide  utilization  review  program.  VA,  however,  has  not 
established  either  an  internal  utilization  review  requirement  nor  contracted  for  ex- 
ternal reviews. 

By  contrast,  all  fee-for-service  health  plans  participating  in  the  Federal  Employ- 
ees Health  Benefits  Program  are  required  to  operate  a  preadmission  certification 
program  to  help  limit  nonacute  admissions  and  days  of  care. 

Close  or  Convert  Underused  Hospitals 

If  the  actions  discussed  above  are  taken  to  reduce  the  number  of  nonacute  admis- 
sions and  days  of  care  provided  by  VA  hospitals,  the  demand  for  care  in  some  hos- 
pitals could  tall  to  the  point  where  it  is  no  longer  economically  feasible  to  keep  the 
hospital  open.  VA  has  taken  over  50,000  beds  out  of  service  over  the  past  25  years 
but  has  not  closed  any  hospitals  because  of  declining  utilization.  ^'^ 

Closing  wards  clearly  results  in  some  savings  through  reduced  staffing  costs.  But, 
with  fewer  patients  over  whom  to  spread  the  fixed  costs  of  operating  the  facility, 
the  cost  per  patient  treated  rises.  At  some  point,  it  may  become  less  expensive  to 
close  the  hospital  and  provide  care  either  through  another  VA  hospital  or  through 
contracts  with  community  hospitals.  Closing  hospitals  and  contracting  for  care,  how- 
ever, entails  some  risk.  Allowing  veterans  to  obtain  free  hospital  care  in  community 
hospitals  closer  to  their  homes  could  result  in  increased  demand  for  VA-supported 
hospital  care,  offsetting  any  savings  achieved  through  contracting. 

The  feasibility  of  closing  underused  hospitals  was  demonstrated  when  VA  recently 
closed  the  Sepulveda  VA  medical  center  after  it  was  damaged  in  an  earthquake  ana 
transferred  the  workload  to  the  West  Los  Angeles  medical  center.  VA's  IG  found 
that  the  reported  numbers  of  inpatients  treated  at  both  Sepulveda  and  West  Los 
Angeles  had  declined  significantly  over  the  prior  4-year  period  and  that  the  declin- 
ing workload  may  have  been  even  greater  than  VA  reported  because  the  facilities' 


^^ Better  Patient  Management  Practices  Could  Reduce  Length  of  Stay  in  VA  Hospitals  (GAO/ 
HRD-85-92,  Aug.  8,  1985). 

^^For  example,  VA  facilities  may  admit  patients  who  travel  long  distances  for  care  or  keep 
veterans  in  the  hospital  longer  than  medically  necessary  because  they  lack  a  social  support  sys- 
tem to  assist  them  after  discharge. 

1''  Two  VA  hospitals,  in  Martinez  and  Sepulveda,  California,  were  closed  because  of  structural 
problems.  VA  plans  to  replace  the  Martinez  hospital  but  not  the  Sepulveda  hospital. 
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workload  reports  were  overstated.  VA  does  not  plan  to  rebuild  the  Sepulveda  hos- 
pital but  plans  to  establish  an  expanded  outpatient  clinic  at  the  site. 

The  IG  concluded  that  West  Los  Angeles  had  sufficient  existing  resources  to  care 
for  the  hospital  needs  of  veterans  formerly  using  the  Sepulveda  ho^ital.  Savings 
from  the  closure  have  been  limited,  however,  because  Sepulveda  staff  were  tempo- 
rarily reassigned  to  the  West  Los  Angeles  medical  center. 

The  only  other  hospital  VA  has  closed  in  the  last  25  years  was  the  Martinez  VA 
medical  center.  Like  Sepulveda,  it  was  closed  because  of  seismic  deficiencies  and  its 
workload  transferred  to  other  VA  medical  centers.  Unlike  Sepulveda,  however,  VA 
plans  to  build  a  replacement  hospital.  Funds  for  the  construction  have  not  yet  been 
appropriated. 

Actions  to  Enhance  Revenues 

In  addition  to  actions  to  improve  the  efficiency  of  its  operations,  VA  should  gen- 
erate millions  in  additional  revenues  by  (1)  setting  more  appropriate  prices  for  serv- 
ices sold  to  private  sector  providers  and  (2)  determining  whether  veterans  should 
be  required  to  contribute  toward  the  cost  of  their  care. 

By  establishing  appropriate  prices  for  services  sold  to  nonveterans  through  shar- 
ing agreements,  V A  can  generate  revenues  that  can  be  used  to  serve  veterans.  In 
response  to  our  December  1994  report  on  recovering  the  full  costs  of  lithotripsy  serv- 
ices at  the  Albuquerque  VA  medical  center,  VA  recently  encouraged  its  facilities  to 
ensure  that  they  price  services  provided  to  nonveterans  so  as  to  fully  recover  all 
costs,  and  to  include  a  profit  where  appropriate.  ^^  For  example,  the  Albuquerque 
medical  center  increased  its  price  for  basic  lithotripsy  services  to  nonveterans  by 
over  125  percent.  The  new  price  could  generate  over  $300,000  a  year  in  additional 
revenues  for  the  hospital. 

By  verifjdng  veterans'  reported  income,  VA  expects  to  generate  about  $46  million 
in  copayment  revenues  between  January  1,  1996,  and  June  30,  1997.  In  a  Septem- 
ber 1992  report,  we  found  that  VA  had  not  taken  advantage  of  the  opportunity  to 
verify  veterans'  incomes  through  the  use  of  tax  records.  Through  our  own  match 
against  tax  records,  we  identified  over  100,000  veterans  who  may  have  owed  copay- 
ments.  In  1994,  VA  began  routinely  using  such  data  to  determine  veterans'  copay- 
ment status.2o 

LACK  OF  INCENTIVES  CAN  HINDER  FURTHER  SYSTEM  EFFICIENCIES 

Although  cost  savings  can  and  are  being  realized,  the  VA  health  care  system  lacks 
overall  incentives  to  further  increase  efficiency.  Unlike  private  sector  hospitals  and 
providers,  VA  facilities  and  providers  bear  little  financial  risk  if  they  provide  (1)  ex- 
pensive medically  inappropriate  care  or  (2)  services  not  covered  under  a  veteran's 
VA  benefits.  Unlike  private  health  insurance,  where  the  insurance  company  bears 
most  of  the  risk,  the  veteran,  rather  than  VA,  bears  most  of  the  financial  risk  for 
veterans'  health  benefits.  However,  when  VA  facilities  are  given  an  incentive,  such 
as  the  desire  to  fund  new  programs,  they  appear  to  be  able  to  identify  opportunities 
to  achieve  savings  through  efficiency  improvements. 

VA  Facilities  Bear  Little  Risk  From  Providing  Inappropriate  Care 

Private  insurers  increasingly  require  their  policyholders  to  obtain  prior  authoriza- 
tion from  an  independent  utilization  review  firm  before  the  insurers  will  accept  li- 
ability for  the  hospital  care.  Frequently,  this  authorization  also  sets  a  limit  on,  the 
number  of  days  of  care  the  insurer  will  cover  without  further  authorization  regard- 
ing the  medical  necessity  of  continued  hospitalization.  Because  compliance  with 
these  requirements  directly  affects  their  revenues,  private  sector  hospitals  pay  close 
attention  to  them. 

Similarly,  the  Medicare  program  has,  since  1982,  paid  hospitals  a  fixed  fee  based 
on  the  patient's  diagnosis.  The  fixed  fee  is  based  on  the  national  average  cost  of 
treating  the  patient's  condition.  If  the  hospital  provides  the  care  for  less  than  the 
Medicare  pajonent,  it  makes  a  profit.  But  if  the  hospital  keeps  the  patient  too  long, 
is  inefficient,  or  provides  unnecessary  treatments,  then  it  will  suffer  a  loss.  This  cre- 
ates a  strong  incentive  in  the  private  sector  to  discharge  Medicare  patients  as  soon 
as  possible. 

Those  same  financial  incentives  to  increase  efficiency  and  provide  care  in  the  most 
cost-effective  setting  are  largely  absent  in  the  VA  system.  Even  in  those  cases  in 
which  a  private  health  insurer's  preadmission  certification  requirement  applies,  the 
hospital's  revenues  are  not  affected  by  failure  to  obtain  such  certification.  A  VA  hos- 


18GAO/HEHS-95-19,  Dec.  28,  1994. 

20  VA  Health  Care:  Verifying  Veterans'  Reported  Income  Could  Generate  Millions  in  Copayment 
Revenues  (GAO/HRD-92-159,  Sept.  15,  1992). 
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pital  that  admits  a  patient  who  does  not  need  a  hospital  level  of  care  incurs  no  pen- 
alty. In  fact,  facility  directors  often  indicated  that  VA's  methods  of  allocating  re- 
sources to  its  medical  centers  favored  inpatient  care. 

VA's  current  Resource  Planning  and  Management  (RPM)  system  is  attempting  to 
remove  the  prior  incentive  to  provide  care  in  the  hospital  rather  than  an  outpatient 
clinic  and  create  incentives  to  provide  care  in  the  most  cost-effective  setting.  As  used 
during  the  last  two  budget  cycles,  however,  the  system  has  done  little  to  create  such 
incentives.  Because  VA  chose  to  shift  few  funds  between  the  highest-  and  lowest- 
cost  facilities,  facility  incentives  to  become  more  efficient  were  minimal.  For  fiscal 
year  1995,  VA  reallocated  $20  million  from  32  high-cost  to  27  low-cost  facilities.  VA 
officials  told  us  that  they  plan  to  use  RPM  to  reallocate  more  money  in  fiscal  year 
1996  and  to  provide  VIS>I  directors  a  "risk  pool"  of  contingency  funds  to  help  facili- 
ties unable  to  work  within  their  budgets.  It  is  yet  unclear  how  VISN  directors  plan 
on  using  these  funds. 

And  unlike  private  sector  health  care  providers,  VA  has  no  external  preadmission 
screening  program  or  other  utilization  review  program  to  provide  incentives  to  en- 
sure that  only  patients  who  need  a  hospital  level  of  care  are  admitted  and  that  pa- 
tients are  discharged  as  soon  as  medically  possible.  VA  gives  private  sector  hospitals 
})roviding  care  to  veterans  under  its  contract  hospitalization  program  incentives  to 
imit  patients'  lengths  of  stay  by  basing  reimbursement  on  Medicare  prospective 
payment  rates.  VA  does  not,  however,  give  its  own  hospitals  the  same  incentives  by 
basing  their  payments  on  the  Medicare  rates. 

Veteran,  Rather  Than  VA,  Bears  Financial  Risk 

Unlike  private  health  insurance  and  Medicare,  the  veteran  is  at  risk  of  being  de- 
nied care,  rather  than  VA  being  at  risk  of  losing  funds,  if  a  VA  facility  runs  out 
of  resources.  Because  it  is  at  little  risk,  the  VA  system  does  not  have  a  strong  incen- 
tive to  operate  efficiently. 

A  private  insurer  or  managed  care  plan  guarantees  payment  for  covered  services 
in  exchange  for  a  fixed  premium.  The  insurer  or  managed  care  plan  thus  has  a 
strong  financial  incentive  to  make  certain  that  only  medically  necessary  care  is  pro- 
vided and  that  care  is  provided  in  the  most  cost-effective  setting.  Otherwise,  the  in- 
surer may  suffer  a  financial  loss. 

Unlike  private  health  insurance,  however,  the  VA  system  does  not  guarantee  the 
availability  of  covered  services.  As  a  result,  the  ability  of  veterans  to  obtain  covered 
services  depends  on  resource  availability.  If  a  VA  facility  is  inefficient  and  the  re- 
sources allocated  to  the  facility  are  not  sufficient  to  meet  anticipated  workload,  the 
VA  facility  is  allowed  to  deny  (that  is,  ration)  services  to  eligible  veterans.  In  1993, 
we  reported  that  118  VA  medical  centers  reported  rationing  some  types  of  care  to 
eligible  veterans  when  the  centers  ran  short  of  resources. ^i 

VA  Facilities  Find  Efficiencies  When  They  Need  Funds  for  New  Programs 

The  ability  of  facilities  to  find  ways  to  become  more  efficient  when  they  want  to 
fund  a  new  program,  such  as  establishing  an  access  point  clinic,  indicates  that  when 
they  are  given  an  incentive  to  become  more  efficient,  they  do  so. 

For  example,  VA's  Under  Secretary  for  Health  encouraged  hospitals  to  take  all 
steps  within  their  means  to  improve  the  geographic  accessibility  of  VA  care.  But  he 
told  the  hospitals  that  they  would  have  to  use  their  own  resources  to  do  this.  Over 
half  of  VA's  hospitals  quickly  developed  plans  to  establish  so-called  access  points. 
For  example,  the  Amarillo  VA  medical  center  identified  ways  to  save  over  $850,000 
to  pay  for  the  establishment  of  access  points: 
— The  medical  center  saved  an  estimated  $250,000  a  year  by  consolidating  inpa- 
tient medical  wards  and  reducing  the  number  of  surgical  beds  it  staffed.  As  a 
result  of  these  consolidations,  the  center  eliminated  nine  nursing  positions, 
achieving  a  savings  in  salaries  and  related  benefits.  Officials  said  that  the  con- 
solidations coincided  with  declining  workloads,  attributable  to  lower  admissions 
and  lengths  of  stay,  and  as  such  would  not  affect  the  availability  or  quality  of 
care  the  center  provides. 
— The  medical  center  expects  to  save  up  to  $150,000  by  reviewing  patients'  use 
of  prescription  medications.  These  reviews  have  led  to  a  reduction  in  the  num- 
ber of  medications  provided,  resulting  in  a  savings  in  the  cost  of  procuring,  stor- 
ing, and  dispensing  the  drugs. 
— It  expects  to  reduce  future  pharmacy  costs  by  $250,000  by  trying  to  change  pa- 
tients' lifestyles  as  a  means  of  reducing  cholesterol.  Center  officials  estimate 
that  this  approach  has  reduced  the  use  of  lipid-lowering  drugs  by  half  The 


21  VA  Health  Care:  Variabilities  in  Outpatient  Care  Eligibility  and  Rationing  Decisions  (GAO/ 
HRD-93-106,  July  16,  1993). 
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medical  center  established  health  education  classes,  which  teach  correct  eating 
and  exercise  techniques.  Before  this,  physicians  had  routinely  prescribed  lipid- 
reducing  drugs  to  lower  cholesterol  levels.  Officials  are  planning  to  establish 
similar  health  clinics  for  patients  with  high  blood  pressure  and  other  common 
conditions  that  may  be  effectively  treated  without  prescription  drugs. 
— The  medical  center  expects  to  save  $200,000  or  more  by  using  a  managed  care 
contract  to  purchase  radiation  therapy  services.  Radiation  therapy  involves  a 
series  of  treatments,  which  the  center  has  historically  paid  for  on  a  fee-for-serv- 
ice  basis.  The  hospital  recently  signed  a  contract  with  a  private  sector  hospital 
to  provide  each  series  of  radiation  treatments  at  a  capitated  rate  based  on  Medi- 
care's reimbursement  schedule.  Officials  are  currently  negotiating  similar  con- 
tracts for  other  medical  services. 

Establishment  of  Service  Networks  Should  Lead  to  Increased  Emphasis  on  Efficiency 

Last  year,  the  Under  Secretary  for  Health  proposed  criteria  for  potential  service 
realignment  that  would  facilitate  the  tjT)es  of  changes  needed  to  achieve  efBciency 
comparable  to  private  sector  hospitals  and  clinics.  For  example,  he  encouraged  VHA 
directors  to  identify  opportunities  to  buy  services  from  the  private  sector  at  lower 
costs,  consolidate  duplicate  services,  and  reduce  their  fixed  and  variable  costs  of 
services  directly  provided  to  veterans. 

VA's  assessment  of  its  resource  needs  over  the  next  7  to  10  years  did  not  include 
any  projected  savings  from  the  increased  efficiencies  that  should  result  from  estab- 
lishment of  VISN's.  Veterans  Integrated  Service  Networks  should  improve  facility 
planning  by  assessing  needs  on  a  network  rather  than  facility  basis.  Tnis  will  allow 
nospitals  serving  veterans  in  the  same  geographic  area  to  pool  their  resources  and 
reduce  duplication. 

A  planned  move  to  capitation  funding  should  create  incentives  for  facilities  to  pro- 
vide care  in  the  most  cost-effective  setting.  However,  VA  has  much  to  do  before  it 
can  set  appropriate  capitation  rates.  For  example,  while  VA's  RPM  data  show  a 
wide  variation  in  operating  costs  among  facilities  VA  considers  comparable,  VA  has 
done  little  to  determine  the  reasons  for  these  variations.  Without  such  an  under- 
standing, there  is  no  assurance  that  capitation  rates  can  be  set  at  the  level  that 
promotes  the  most  efficient  operation. 

Part  of  gaining  a  better  understanding  of  facility  or  VISN  cost  variations  must 
involve  improving  the  information  VA  has  on  the  operating  costs  of  its  hospitals. 
While  the  automated  Decision  Support  System  (DSS)  that  VA  is  implementing  has 
potential  to  be  an  effective  management  tool  for  improving  the  quality  and  cost  ef- 
fectiveness of  VHA  operations,  VA  has  not  developed  a  way  to  verify  the  accuracy 
of  the  cost  and  utilization  data  going  into  DSS.  Some  of  the  data  provided  to  DSS 
from  other  VA  information  systems  are  incomplete  and  inaccurate,  limiting  VA's 
ability  to  relay  on  DSS-generated  information  to  make  sound  business  decisions.22 

It  will  take  time  for  the  new  VISN  directors  to  achieve  significant  savings.  They 
have  been  in  place  for  only  a  few  months,  so  it  is  too  early  to  tell  how  successful 
they  will  be  in  achieving  increased  efficiency.  It  will  be  important  that  VA  imple- 
ment clear  mechanisms  and  useful  management  data  by  which  to  hold  VISN  direc- 
tors accountable  for  workload,  efficiency,  and  other  performance  targets.  Without 
such  mechanisms  and  improved  data,  the  VISN  structure  holds  some  risk  in  further 
decentralizing  VHA  authority  and  responsibility  for  achieving  efficiencies. 

Concluding  Observations 

Given  VA's  overstatement  of  future  resource  needs,  the  system  does  not  need  to 
spend  as  many  resources  as  previously  expected.  Moreover,  the  potential  magnitude 
of  future  efficiency  savings  not  factored  into  VA's  assessments  of  future  resource 
needs  indicates  that  VA's  system  may  have  more  discretionary  resources  available 
than  was  previously  expected.  This  suggests  that  an  operating  goal  of  $16.2  billion 
a  year  may  be  achievable.  In  any  event,  it  seems  likely  that  the  impact  of  such  fund- 
ing levels  would  not,  by  necessity,  resiilt  in  the  extent  of  budget  shortfalls  that  VA 
estimated. 

Mr.  Chairman,  this  completes  my  prepared  statement.  We  will  be  happy  to  an- 
swer any  questions  that  you  or  other  Members  of  the  Subcommittee  may  have. 

STATEMENT  OF  WILLIAM  MERRIMAN 

Senator  Bond.  Thank  you  very  much,  Mr.  Baine. 
Mr.  Merriman. 


'^'^VA-Health  Care  Delivery:  Top  Management  and  Leadership  Critical  to  Success  of  Decision 
Support  System  (GAO/AIMD-95-182,  Sept.  29,  1995). 


52 

Mr.  Merriman.  Mr.  Chairman,  members  of  the  committee,  I  ap- 
preciate the  opportunity  to  appear  today  to  discuss  ways  the  De- 
partment of  Veterans  Affairs  can  improve  the  efficiency  and  effec- 
tiveness of  medical  operations  and  functions.  In  my  written  testi- 
mony, I  present  a  synopsis  of  the  Office  of  the  Inspector  General's 
roles,  its  reports,  and  recommendations  regarding  opportunities  for 
efficiency,  as  well  as  presenting  our  views  on  Department  initia- 
tives and  its  medical  reorganization.  I  will  briefly  summarize  my 
written  statement. 

OPPORTUNITIES  FOR  EFFICIENCIES 

In  the  past  7  years,  the  Office  of  the  Inspector  General  has  made 
recommendations  encompassing  almost  every  aspect  of  the  Veter- 
ans Health  Administration's  operations.  In  recent  years  we  have  is- 
sued many  reports  that  demonstrate  opportunities  to  improve  pro- 
grams and  yield  efficiencies,  while  maintaining  or  improving  the 
quality  of  service.  By  and  large,  the  majority  of  our  recommenda- 
tions have  been  agreed  to  by  Department  management.  Actions 
have  been  reported  to  us  as  being  taken  or  in  process  on  most  of 
our  recommendations.  A  few  remain  in  disagreement;  we  are  work- 
ing to  resolve  those. 

The  reports  and  recommendations  center  on  such  areas  as  re- 
source management  and  allocation,  program  management,  con- 
struction management,  and  fiscal  management. 

In  the  personnel  resource  area,  which  encompasses  about  $10  bil- 
lion of  VA's  $16  billion  medical  budget,  we  have  provided  reports 
on  issues  such  as  physician  staffing,  surgical  program  and  staffing, 
and  resident  work  limits.  Each  of  these  reports  emphasized  the 
need  for  VHA  to  better  allocate  its  resources,  manage  its  programs 
in  a  manner  that  provides  quality  while  containing  cost,  and  mon- 
itor the  use  of  funds.  Actions  in  response  to  our  recommendations 
have  or  will  result  in  substantial  efficiencies. 

In  the  program  management  area,  our  audits  covered  numerous 
areas  or  functions,  including  VA  drug  formulary,  the  Federal  Em- 
ployees Compensation  Act,  operating  supply  inventories  at  VA 
medical  centers,  the  use  of  Medicare  rates  for  fee-based  payments, 
and  such  items.  Actions  here  will  result  in  improved  delivery  of 
services  in  a  more  efficient  manner. 

We  have  also  performed  pre-  and  postaward  contract  audits  for 
supplies  and  services  that  have  returned  funds  to  the  Department 
in  excess  of  the  OIG's  annual  appropriation. 

In  construction  management,  we  reported  that  several  major  con- 
struction projects  have  experienced  major  cost  overruns  as  a  result 
of  projects  not  being  adequately  planned,  administered,  or  super- 
vised by  key  personnel  at  program  and  medical  center  levels.  Con- 
struction funds  must  be  managed  economically  and  efficiently. 

In  fiscal  management,  the  VA  OIG  spends  approximately  25  per- 
cent of  its  audit  resources  in  statutory  reviews  of  the  Department's 
financial  management  systems  and  compliance  with  the  Chief  Fi- 
nancial Officers  Act.  These  audits  revealed  mechanisms  for  the  De- 
partment to  make  full  use  of  their  appropriated  funds.  We  have 
also  reported  that  efficient  operations  are  hindered  by  inadequate 
cost  accounting  systems  and  historical  incremental  budgeting  prac- 
tices. 
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A  recurring  issue  that  has  been  of  great  concern  to  the  OIG 
throughout  the  conduct  of  our  reviews  was  the  absence  of  criteria 
or  operating  indicators  with  which  the  performance  of  VHA  pro- 
grams or  medical  centers  can  be  evaluated.  In  regard  to  these 
shortcomings,  we  have  noted  in  recent  work  that  VHA  is  making 
good  progress  in  developing  a  decision  support  system.  VHA  is  also 
taking  steps  to  more  equitably  distribute  medical  care  dollars  and 
VA  is  making  progress  in  developing  specific  goals  and  performance 
measures. 

ACHIEVEMENT  OF  EFFICIENCIES 

The  realities  of  the  implementation  of  audit  recommendations  re- 
quire a  recognition  that  corrective  action  cannot  occur  immediately. 
In  fact,  many  of  our  more  significant  recommendations  have  or  will 
require  months  or  years  to  fully  implement.  In  addition,  the  imple- 
mentation of  a  recommendation  that  will  have  significant  cost  effi- 
ciencies faces  many  challenges,  both  internally  and  externally  to 
the  Department.  In  the  past,  there  has  been  some  reluctance  to 
make  major  changes  that  may  affect  local  communities,  educational 
institutions,  and  contractors,  to  name  a  few  of  the  concerned  par- 
ties. Also,  changes  that  affect  working  relationships,  procedures, 
and  employment  are  often  very  time  consuming  to  implement.  And 
the  initial  implementation  may  well  require  resources  that  have  to 
be  identified  out  of  current  operations.  Further,  VHA  has  had  a  se- 
ries of  changes  in  its  management  direction  that  makes  it  very  dif- 
ficult for  one  to  follow  major  changes  through  to  completion.  For 
example,  from  1992  to  the  present,  we  have  seen  three  major  ini- 
tiatives, with  the  most  recent  being  the  vision  for  change. 

In  conclusion,  I  believe  VHA  faces  significant  challenges  in  a 
changing  health  care  environment.  VHA's  reorganization  marks  an 
era  of  reform  for  VA.  Chief  among  the  challenges  are  profound 
changes  in  the  way  VA  provides  health  care.  In  the  face  of  a  dimin- 
ishing VA  health  care  budget  and  increasing  costs  of  health  care 
delivery,  it  is  essential  that  VHA  find  innovative  ways  to  provide 
veterans  ready  access  to  high-quality  health  care  at  the  lowest  pos- 
sible cost.  This  includes  a  movement  toward  primary  and  managed 
care,  with  an  increased  emphasis  on  outpatient  care.  Within  the 
VA  health  care  system,  VA  needs  to  better  tie  the  allocation  of  re- 
sources to  workload.  The  VHA  needs  to  promote  better  sharing  and 
utilization  of  resources  amongst  medical  centers. 

Mr.  Chairman,  this  concludes  my  opening  statement.  I  would  ap- 
preciate entering  the  more  detailed  statement  into  the  record. 

[The  statement  follows:] 

Prepared  Statement  of  William  Merriman 

Mr.  Chairman  and  Members  of  the  Committee,  I  appreciate  the  opportunity  to  ap- 
pear today  to  discuss  ways  that  the  Department  of  Veterans  Affairs  (VA)  can  im- 
prove the  efficiency  and  effectiveness  of  its  medical  operations  and  functions. 

OFFICE  OF  INSPECTOR  GENERAL  ROLE 

The  Office  of  Inspector  General  (OIG)  has  a  mandate  to  provide  independent  over- 
sight of  the  Department  of  Veterans  Affairs.  The  OIG  is  accountable  to  both  Con- 
gress and  the  Administration  in  carrying  out  its  mission  to  promote  economy,  effi- 
ciency, and  effectiveness  in  VA  operations;  to  detect  and  prevent  fraud,  waste,  and 
abuse  in  VA  programs;  and  to  monitor  the  medical  quality-assurance  program.  In 
carrying  out  its  mission,  one  of  the  OIG's  primary  goals  is  to  help  management  sue- 


54 

ceed  in  its  effort  to  reinvent  government;  that  is,  to  build  a  government  that  works 
better  and  costs  less  for  the  benefit  of  today's  and  tomorrow's  veterans  and  tax- 
payers. This  goal  speaks  to  the  very  essence  of  the  OIG's  mission — and  unites  us 
with  Department  management  and  Congress  as  we  strive  together  to  ensure  that 
quality  services  are  delivered  to  veterans  in  a  cost  effective,  efficient,  and  timely 
manner. 

OPPORTUNITIES  FOR  EFFICIENCIES 

In  the  past  7  years,  since  the  Department  was  established,  the  Office  of  Inspector 
General  has  made  recommendations  encompassing  almost  every  aspect  of  VA  oper- 
ations. In  recent  years  we  have  issued  many  reports,  which  were  delineated  in  our 
Semiannual  Reports  to  the  Congress,  that  demonstrate  opportunities  to  improve 
programs  and  yield  efficiencies,  while  maintaining  or  improving  the  quality  of  serv- 
ice. The  following  sections  present  examples  of  our  recommendations  in  the  areas 
of  resource  management  and  allocation,  program  management,  fiscal  management, 
and  construction  management.  VHA  has  taken  action  on  some  of  the  recommenda- 
tions or  has  actions  in  process  or  planned  on  others;  a  few  remain  to  be  resolved. 
Also  discussed  are  related  Departmental  initiatives  and  the  Veterans  Health  Ad- 
ministration's (VHA's)  current  reorganization  plans. 

A  recurring  issue  that  has  been  of  great  concern  to  the  OIG  throughout  the  con- 
duct of  our  reviews  was  the  absence  of  criteria  or  operating  indicators  with  which 
to  assess  the  performance  of  VHA  programs  or  medical  centers.  In  performance  au- 
diting, a  basic  step  is  to  identify  the  operating  indicators  and  performance  measures 
that  managers  use  to  evaluate  the  success  of  their  own  programs  or  activities.  As 
the  National  Performance  Review  has  pointed  out,  performance  measures  should  be 
based  on  an  input-output-outcome  model.  This  means  that  operating  indicators  and 
controls  should  measure  how  effectively  program  inputs  are  converted  into  outputs 
and  how  effectively  the  outputs  achieve  the  desired  outcomes.  Unfortunately,  all  too 
often  when  we  have  asked  VHA  managers  to  identify  criteria,  controls,  and  perform- 
ance measures  they  tell  us  that  these  do  not  exist.  If  measures  do  exist,  they  are 
seldom  on  the  input-output-outcome  model.  However,  we  can  not  permit  the  lack  of 
established  criteria  to  prevent  us  from  reviewing  large  segments  of  VA  programs. 
Consequently,  we  have  often  been  forced  to  develop  our  own  criteria  with  the  result 
that  our  recommendations  are  more  likely  to  be  challenged. 

RESOURCE  MANAGEMENT  AND  ALLOCATION 

Out  of  VA's  annual  medical  budget  of  approximately  $16  billion,  about  $10  billion 
is  expended  on  the  costs  associated  with  personnel  resources.  We  have  performed 
audits  of  such  resource  related  issues  as  physician  staffing,  surgical  program  and 
staffing,  and  resident  work  limits.  In  each  of  these  audits,  we  have  found  a  need 
for  the  department  to  develop  and  implement  performance  criteria  for  the  allocation 
of  personnel. 

VA  Medical  Center  Physician  Staffing  Levels 

Physician  staffing  offers  an  opportunity  to  improve  resource  allocation  among  VA 
medical  centers  (VAMC's).  VAMC's  employ  about  19,400  full-time  equivalent  em- 
ployee (FTEE)  staff,  contract,  and  resident  physicians  with  annual  salary  and  bene- 
fits costs  of  about  $1.8  billion.  We  recently  completed  an  audit  which  identified  sig- 
nificant variances  in  physician  staffing  among  VAMC's  that  were  similar  in  terms 
of  missions,  levels  of  affiliations,  and  complexity  of  care  provided.  This  situation  can 
be  best  illustrated  by  the  64  highly  affiliated  VAMC's,  which  accounted  for  about 
76  percent  of  total  physician  FTEE.  Of  the  64  VAMC's,  43  were  in  VA's  average 
range  of  unique  patients  treated  per  physician  FTEE,  11  had  ratios  that  exceeded 
151  unique  patients  treated  per  physician  FTEE,  and  10  had  ratios  that  fell  below 
104  unique  patients  treated  per  physician  FTEE.  The  ratios  of  unique  patient  treat- 
ed per  physician  FTEE  ranged  from  a  low  of  85.6  patients  per  physician  FTEE  at 
one  medical  center  to  a  high  of  190.9  patients  per  physician  FTEE  at  another  medi- 
cal center.  This  means  that  one  medical  center  treated  more  than  twice  as  many 
patients  per  physician  FTEE  as  did  a  comparable  medical  center.  These  variances 
could  not  be  attributed  to  factors  such  as  (1)  reported  physician  time  spent  on  edu- 
cation and  research,  (2)  the  number  of  residents  in  training,  or  (3)  the  acuity/and 
or  complexity  of  care  provided.  When  these  factors  were  accounted  for,  essentially 
the  same  VAMC's  appeared  in  the  same  order  of  unique  patients  treated  per  physi- 
cian FTEE.  For  example,  on  the  issue  of  acuity/complexity  of  care,  in  almost  all  of 
the  categories  of  patient  care  recognized  by  VHA's  Resource  Planning  and  Manage- 
ment (RPM)  system,  the  VAMC's  that  consistently  treated  more  patients  per  physi- 
cian FTEE  were  unchanged. 
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This  audit  further  demonstrated  the  need  for  performance  measures  or  operating 
indicators.  Historically,  VAMC's  have  not  had  physician  staffing  guidelines  or  oper- 
ating indicators  that  would  help  them  determine  the  number  and  type  of  physicians 
needed.  We  believe  that  this  has  contributed  to  the  large  differences  in  physician 
staffing  and  to  situations  in  which  some  VAMC's  are  using  significantly  more  physi- 
cian resources  than  others  to  meet  similar  workloads.  To  address  this  problem  we 
recommended  that  VHA  develop  and  implement  a  "most  efficient  organization" 
benchmarking  process  for  physician  staffing.  While  the  department  does  not  agree 
with  our  audit  methodology,  they  do  agree  that  there  are  staffing  variances  and  that 
some  of  the  variances  need  to  be  explained.  We  are  actively  involved  with  VHA  top 
management  to  arrive  at  mutually  a^eeable  actions.  There  is  mutual  agreement  to 
correct  unwarranted  variances  in  staffing  with  the  resultant  inequitable  distribution 
of  resources.  We  are  encouraged  by  the  dialogue  we  have  had  to  date  and  look  for- 
ward to  an  early  resolution.  We  estimate  that  benchmarking  or  some  other  similar 
form  of  variance  analysis  could  lead  to  the  better  use  of  about  10  percent  of  the  re- 
sources currently  expended  on  physician  staffing. 

Surgical  Program  Realignments 

Audits  have  clearly  shown  that  some  medical  facilities  in  VA  continue  to  operate 
surgical  specialty  programs  that  are  not  functionally  practical  at  certain  levels. 
These  programs  are  not  economical  at  some  facilities  because  the  cost  to  benefit 
ratio  is  inordinately  high  when  compared  to  other  facilities  to  which  patients  could 
be  referred.  Or,  more  importantly,  their  specialty  workload  is  not  high  enough  for 
the  surgeon  staff  to  maintain  a  minimum  acceptable  skill  level.  Our  findings  sug- 
gest that  a  low  workload  to  resources  ratio  may  cause  both  conditions. 

The  solution  to  both  of  these  conditions  is  to  concentrate  certain  surgical  specialty 
workloads  at  selected  medical  facilities.  While  this  will  mean  that  some  veteran  pa- 
tients will  have  to  travel  to  facilities  that  are  farther  away  from  their  homes,  it  will 
mean  a  higher  level  of  quality  of  care  for  the  patient,  as  well  as  lower  costs  to  the 
system. 

VHA  agreed  with  our  recommendations  and  began  an  intensive  review  of  the 
smaller  surgical  activities.  VHA  reviewed  28  of  the  33  smaller,  less  complex  surgical 
programs.  Their  review  recommended  that  of  the  28  medical  centers  reviewed,  4 
surgical  activities  would  provide  presence  only  services,  12  should  provide  primary 
care  and  the  remaining  12  would  provide  secondary  care.  The  VHA  review  group 
also  stated  that  the  primary  and  secondary  designations  would  remain  in  effect  con- 
tingent on  the  surgical  activities  meeting,  at  least,  a  minimum  workload  of  1,200 
surgical  episodes  per  year. 

Our  follow-up  review  conducted  in  July  1994  found  that  VHA  needed  to  again  re- 
view these  smaller  surgical  activities  because  they  did  not  meet  the  workload  stipu- 
lations from  VHA's  original  review.  For  instance,  of  the  10  surgical  activities  that 
were  required  to  meet  the  1,200  surgical  episode  minimum  and  that  were  directed 
to  provide  primary  care  services,  only  one  consistently  reported  workload  levels 
meeting  that  minimum  in  the  3  years  following  our  initial  review. 

At  the  time  we  issued  our  report  the  OIG  and/or  the  Department  received  30  Con- 
gressional inquires  and  comments  concerning  the  affected  medical  centers  in  their 
states.  The  Cfongressional  inquires  delineated  reasons  why  the  Congressional  rep- 
resentatives felt  their  particular  medical  center  should  be  exempted  from  meeting 
workload  requirements.  This,  as  I  will  discuss  later,  represents  some  of  the  difficul- 
ties VA  has  experienced  in  carrying  out  some  cost  saving  initiatives. 

Surgical  Program  Workload  Reporting,  Utilization  of  Resources  and  Construction 
Planning  Practices 
This  audit  found  that  VHA  Surgical  Program  management  received  reports  from 
VA  medical  centers  that  surgical  workload  was  increasing  during  periods  when  in- 
patient activity  actually  declined.  During  this  period  of  declining  workload,  surgica] 
resource  expenditures  increased  and  dia  not  reflect  the  changing  patient  care  envi- 
ronment. Plans  to  modernize  surgical  activities  at  VA  medical  centers  needed  to  b« 
revalidated  with  accurate  information  that  depicted  the  workload  and  staffing  condi 
tions  at  these  facilities.  Use  of  VHA's  rule  of  thumb  guidance  and  our  analysis  indi 
cated  that  VHA  may  be  overstaffed  in  surgeons  whose  resource  costs  could  be  shift 
ed  to  other  medical  needs.  This  conclusion  is  consistent  with  our  Physician  Staffing 
audit  and  earlier  audits  related  to  surgical  staffing. 

Surgical  Program  Summary 

This  summary  report  was  the  culmination  of  eight  previous  reports  on  surgical 
related  topics,  and  provided  an  overall  assessment  of  surgical  activity  throughou 
the  Department  of  Veterans  Affairs.  The  report  details  the  need  for  VA  leaders  t 
implement  a   nationwide   strategy  to  confront  changing  surgical   workloads  ani 
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changes  in  the  health  care  environment.  The  report  recommended  actions  to  realign 
surgical  activities  in  a  way  to  make  them  as  efficient  and  effective  as  possible. 

The  report  challenged  VHA  management  to  redefine  the  missions  of  surgical  ac- 
tivities nationwide,  and  to  set  goals  for  allocating  resources  to  these  functions  con- 
sistent with  existing  surgical  activities  that  have  demonstrated  efficiency.  The  re- 
port also  discussed  opportunities  to  improve  management  information  systems  that 
monitor  surgical  activities,  better  document  the  supervision  provided  to  surgical 
residents  and  anesthesia  providers,  and  validate  justifications  for  minor  surgical 
construction  initiatives.  The  audit  demonstrated  that  wide  variances  also  existed  in 
surgical  program  staffing  at  the  medical  center  level.  Program  staffing  is  defined  for 
the  purposes  of  this  review  to  include  all  personnel  costs  associated  with  a  medical 
center's  surgical  program.  In  this  audit,  we  used  a  "composite  personnel  costs  per 
inpatient  surgical  episode"  as  a  substitute  for  actual  staffing,  because  we  recognized 
that  there  were  variations  in  mix  and  quantity  of  surgical  staff  from  medical  center 
to  medical  center.  VHA  reported  that  staffing  dedicated  to  surgical  activities  was 
20,321  full-time  equivalent  employees  (includes  physicians,  nurses,  technicians,  and 
other  stafF  devoted  to  surgical  programs)  and  1,889  residents.  Total  reported  sur- 
gical program  costs  were  $1.4  billion  during  fiscal  year  1993.  Based  upon  this  meas- 
ure of  workload  we  estimated  that  VHA  could  shift  as  much  as  9  percent  of  the  re- 
sources devoted  to  surgical  program  staffing  to  other  high  priority  uses.  VHA  again 
disagreed  with  our  audit  methodology  and  suggested  that  we  work  with  them  to  test 
a  small  surgical  program  to  determine  the  practicality  of  developing  workload  guide- 
lines. We  have  recently  completed  the  test  and  provided  VHA  with  the  results  of 
our  data  gathering.  We  are  currently  awaiting  their  reaction. 

Resident  Work  Limits 

Our  1994  audit  of  VA's  Resident  Work  Limit  (RWL)  demonstrated  the  continuing 
need  for  detailed  independent  monitoring  of  VHA's  allocation  of  resources.  Under 
this  budget  initiative,  the  Congress  provided  a  total  of  $219.1  million  in  fiscal  years 
1992-1994.  VHA  planned  to  request  an  additional  $155.0  million  in  future  years. 
The  purpose  of  RWL  funds  was  to  allow  VA  medical  centers  to  hire  additional  staff 
to  achieve  compliance  with  accreditation  standards  on  resident  physician  work 
hours,  supervision,  and  ancillary  duties.  Our  audit  found  that  VHA  planners  over- 
estimated the  need  for  RWL  funds  and  VAMC's  did  not  consistently  use  the  funds 
to  hire  new  staff  to  achieve  compliance  with  accreditation  standards.  In  1991,  before 
RWL  funds  were  allocated  to  VAMC's,  VHA  surveyed  the  VAMC's  to  determine  the 
status  of  compliance  with  the  accreditation  standards.  However,  VHA  planners  did 
not  examine  the  results  of  this  survey  and  did  not  use  the  survey  in  allocating  RWL 
funds.  Our  analysis  of  the  survey  found  that  VAMC's  requested  significantly  more 
resources  than  were  needed  to  achieve  compliance  with  the  standards.  In  fact,  most 
VAMC's  reported  that  they  were  already  in  compliance.  After  receiving  RWL  funds, 
VAMC's  used  these  funds  to  support  staff  positions  that  existed  before  the  RWL  Ini- 
tiative was  developed,  to  hire  staff  in  clinical  activities  that  were  already  in  compli- 
ance with  RWL  standards,  and  to  fill  positions  that  were  not  related  to  resident  du- 
ties. In  addition,  VHA  did  not  establish  any  controls  or  performance  measures  to 
ensure  that  RWL  funds  were  used  as  intended. 

We  estimated  that  of  the  $219.1  million  in  RWL  funds,  VAMC's  needed  from 
$42.4  million  to  $71.7  million  to  achieve  compliance  with  the  standards.  The  re- 
maining $147.4  million  to  $176.7  million  was  either  not  needed  for  this  purpose  or 
not  used  for  this  purpose.  We  recommended  that  VHA  (1)  evaluate  the  use  of  RWL 
funds  and  determine  if  funds  should  be  redirected  to  meet  other  needs  and  (2)  not 
request  additional  RWL  funds  unless  the  need  is  fully  justified.  As  a  result  of  our 
audit,  VA  decided  not  to  request  the  additional  $155  million  in  RWL  funds  for  the 
fiscal  year  1996  budget.  In  addition,  VA's  fiscal  year  1996  budget  submission  cited 
RWL  funding  as  an  area  where  VA  can  achieve  cost  reductions. 

PROGRAM  MANAGEMENT 

Audits  of  VHA  programs  and  functions  such  as  VA  Drug  Formulary,  Federal  Em- 
ployees Compensation  Act,  Operating  Supply  Inventories  at  VAMC's,  VA's  Hospital 
Based  Home  Care  (HBHC),  the  Hybrid  Open  Systems  Technology  (HOST)  Program, 
Fee  Basis  Payments  for  Outpatient  Medical  Care,  Fee  Basis  Pa5Tnents  for  Inpatient 
Medical  Care,  Fee-Basis  Home  Health  Services,  Scarce  Medical  Specialist  Contracts, 
Sharing  Agreements  with  Affiliated  Medical  Schools,  and  Community  Nursing 
Home  Care  Contract  Rates  described  the  need  to  improve  the  way  services  were  pro- 
vided. 
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VA  Drug  Formulary  Management 

VHA  needed  to  improve  the  drug  formulary  management  system.  The  audit  dis- 
closed that  VHA  medical  facilities  were  not  required  to  coordinate  their  drug  review 
efforts  and  exchange  the  information  with  other  VHA  medical  facilities.  As  a  result, 
medical  centers  were  duplicating  drug  reviews  and  many  good  initiatives  were  not 
shared  with  other  facilities.  Additionally,  the  VHA  medical  facilities  had  not  shared 
established  effective  feedback  and  follow-up  systems  to  determine  if  drug  treatment 
guidelines  were  being  followed.  Although  VHA  had  taken  many  steps  to  achieve  cost 
containment,  we  believe  that  approximately  $44  million  in  cost  savings  could  be 
achieved  by  establishing  a  system  to  coordinate,  share,  and  implement  drug  reviews 
and  treatment  guidelines. 

Federal  Employees  Compensation  Act  (FECA) 

Another  area  where  opportunities  exist  to  enhance  program  performance  and  cut 
costs  is  the  Office  of  Workers  Compensation  Program,  also  known  as  the  Federal 
Employees  Compensation  Act  (FECA)  program.  In  the  VA,  this  program  is  signifi- 
cant both  in  terms  of  human  resource  costs,  and  medical  and  compensation  costs. 
FECA  costs  incurred  by  the  VA  in  1992  exceeded  $133  million  for  over  26,000  in- 
jured employees  making  it  the  fourth  largest  program  in  the  Federal  Grovemment. 
FECA  program  administration  is  decentralized  within  VA,  therefore,  program  re- 
sponsibilities are  carried  out  at  the  VAMC  level.  Our  audit  of  VA's  FECA  program 
performed  as  part  of  a  government-wide  audit  effort  disclosed  that  employees  that 
were  capable  of  returning  to  work  after  an  on  the  job  injury  continued  to  receive 
FECA  benefits  because  VAMC's  were  not  proactively  monitoring  injured  employees 
fitness  for  duty.  We  determined  that  about  $11  million  of  FECA  costs  could  be  saved 
annually  by  returning  work-capable  claimants  to  work.  This  has  a  long  term  effect 
as  it  would  save  approximately  $232  million  in  future  FECA  costs  overtime.  VHA 
agreed  with  our  recommendations  and  decentralized  the  administration  of  the 
FECA  program  to  the  medical  center  directors.  As  a  result,  medical  center  manage- 
ment reported  that  they  have  taken  an  active  interest  in  controlling  costs  and  re- 
turning employees  to  work. 

VAMC  Supply  Inventories 

An  audit  found  that  VHA  needed  to  improve  management  controls  over  operating 
supply  inventories  at  medical  centers.  The  amount  of  supply  inventories  on-hand 
was  excessive  and  most  inventorv  items  were  not  recorded  on  supply  records.  Eight 
VAMC's  tested  had  an  estimated  $17.5  million,  or  52-days  of  supply  inventories  on 
hand.  VA  policy  states  that  the  inventory  should  not  exceed  14-aays  of  stock.  The 
eight  VAMC's  tested  had  excessive  inventories  totaling  $12.8  million.  We  also  found 
that  supply  inventory  storage  and  security  controls  needed  improvements  at  the 
medical  centers  reviewed.  For  example,  we  observed  supply  items  that  were  out- 
dated and  improperly  stored.  Improved  supply  controls  at  all  VAMC's  would  reduce 
the  vulnerability  of  supplies  being  misuse(^  damaged,  wasted,  lost,  or  stolen;  and, 
result  in  savings  well  beyond  those  identified  in  this  audit  of  eight  sites. 

Appropriateness  of  Acute  Care  Designations  in  VAMC's 

An  Office  of  Healthcare  Inspections  analysis  of  501  medical  records  of  patients 
who  were  hospitalized  (on  acute  medical  and  surgical  wards  at  24  randomly  selected 
VAMC's  on  June  8,  1994)  was  made  to  determine  whether  or  not  the  patients  actu- 
ally needed  acute  levels  of  resources  to  provide  for  their  care.  We  found  that  all  of 
the  501  patients  were  very  ill,  and  that  most  of  them  had  more  than  one  chronic 
degenerative  disease.  However,  using  three  utilization  review  procedures,  we  con- 
cluded that  about  one  third  of  the  patients  could  have  been  treated  in  medical  set- 
tings that  were  less  resource  intensive  than  the  acute  care  units.  We  recommended 
that  all  medical  center  directors  assess  the  propriety  of  treatment  levels  of  all  pa- 
tients in  their  respective  facilities  with  a  view  toward  providing  adequate  treatment 
in  the  most  appropriate  treatment  setting,  thereby  achieving  a  more  realistic  and 
efficient  resource  distribution  process.  VHA  concurred  with  our  recommendation  and 
indicated  that  this  would  be  achieved  under  the  VISN  concept. 

Hospital  Based  Home  Care 

An  audit  of  VA's  Hospital  Based  Home  Care  (HBHC)  program  found  that  this  pro- 
gram, which  provides  health  care  services  in  patients'  homes,  was  effective  in  reduc- 
ing the  need  for  institutional  care;  i.e.,  hospitalization,  nursing  home  and  emergency 
care,  and  outpatient  visits.  Internal  controls  and  administration  of  existing  pro- 
grams at  VAMC's  were  found  to  be  in  compliance  with  VA  policies  and  providing 
cost-effective  alternative  care.  We  determined  that  additional  patients  could  be 
served  by  expanding  the  program  at  both  existing  and  new  locations.  However,  im- 
proved methods  of  measuring  efficiency  and  effectiveness  needed  to  be  developed  to 
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facilitate  local  HBHC  initiatives  and  to  monitor  program  performance.  VHA  man- 
agement stated  that  they  could  not  commit  to  establishing  new  HBHC  programs 
without  additional  Congressional  funding  (approximately  $25  million)  and  only  if 
the  additional  costs  associated  with  expanding  the  program  could  be  justified  given 
overall  Department  priorities. 

Evaluation  of  the  Hybrid  Open  Systems  Technology  (HOST)  Program 

The  HOST  Program  was  initiated  to  assess  and  make  successfully-tested  commer- 
cial software  products  available  to  VA  medical  centers.  Our  audit  found  that  VA 
needed  to  strengthen  its  management  of  the  HOST  Program  by:  (i)  ensuring  inde- 
pendence from  individuals  biased  toward  internal  software  development  (DHCP 
stakeholders);  (ii)  approving  and  disseminating  a  clearly  defined  HOST  purpose 
statement  and  policies  and  procedures  for  procuring,  assessing,  and  incorporating 
commercial  software  products;  (iii)  developing  a  successful  methodology  for  selection 
and  coordination  of  commercial  software  applications  to  be  evaluated;  (iv)  analyzing 
HOST  Program  budget  requirements  and  accounting  for  all  expenditures;  and,  (v) 
assigning  technical  support,  establishing  priorities,  and  allocating  sufficient  re- 
sources to  ensure  standardized  software  interface  development.  To  do  so  would  en- 
sure the  appropriate  use  of  funding  specifically  designated  by  Congress  for  this  pur- 
pose. In  fiscal  year  1994,  $11.3  million  was  obligated  for  the  Integrated  Hospital 
System/Host  Transition.  Of  that  amount,  about  $1.2  million  was  actually  obligated 
to  fund  HOST  projects. 

Fee-basis  Payments  for  Outpatient  and  Inpatient  Medical  Care 

VHA's  fee-basis  program  costs  about  $500  million  annually  and  provides  certain 
veteran  patients  medical  care  at  non-VA  facilities  when  VA  cannot  provide  a  specific 
service  or  cannot  provide  treatment  economically  due  to  geographic  inaccessibility. 
The  audit  showed  that  VHA  could  significantly  reduce  fee-basis  program  costs  by 
adopting  Medicare  Fee  schedules.  VHA's  adoption  of  the  Medicare  Fee  schedules 
could  reduce  fee-basis  outpatient  costs  by  $25.6  million.  VHA  also  could:  (i)  reduce 
fee-basis  inpatient  costs  by  $7.2  million  by  adopting  Medicare  fee  schedules  for  inpa- 
tient fee  services;  (ii)  further  reduce  costs  by  $3.2  million  through  better  implemen- 
tation of  the  Prospective  Payment  System  for  inpatient  charges  by  non-VA  hos- 
pitals; and,  (iii)  collect  overpajonents  of  $1.2  million  for  inpatient  laboratory  tests. 
We  have  been  informed  that  the  Department  is  developing  regulations  to  implement 
Medicare  rates  for  both  inpatient  and  outpatient  services. 

Fee-basis  Home  Health  Services 

Audits  at  five  VA  medical  centers  showed  that  four  facilities  authorized  and  paid 
for  nonmedical  services  under  the  auspices  of  the  fee  basis  home  health  services  pro- 
gram. The  intent  of  the  program  is  to  provide  eligible  housebound  veterans  with  the 
skilled  professional  care  of  nurses  or  physical  therapists.  However,  medical  facilities 
were  authorizing  nonprofessional  care  such  as  assistance  with  the  activities  of  daily 
living  without  considering  alternative  sources  for  these  services  such  as  Medicaid 
or  various  state  programs.  We  estimated  that  nationwide  $5.2  million  is  expended 
annually  on  nonmedical  care  and  assistance  with  activities  of  daily  living.  In  addi- 
tion, we  found  that  over  half  of  the  veterans  in  our  sample  of  385  veterans  received 
about  $3.2  million  annually  in  VA  compensation  or  pension  benefits  that  were  in- 
tended to  provide  aid  and  attendance  services.  Such  payments  for  nonprofessional 
services  constituted  duplicate  benefits. 

Scarce  Medical  Specialist  Contracts 

An  audit  of  Scarce  Medical  Specialist  Contracts  indicated  that  VAMC's  generally 
did  not  obtain  cost  or  pricing  data  to  set  contract  prices,  did  not  adequately  justify 
the  need  for  contracts  or  the  level  of  services  purchased,  and  did  not  follow  regula- 
tions or  sound  contracting  principles.  VA  could  realize  about  $14  million  in  funds 
that  could  be  put  to  better  use  if  contracting  was  improved.  In  response  to  the  audit, 
VHA  issued  new  policy  guidance  and  had  all  scarce  medical  specialist  contracts  re- 
viewed for  compliance  with  the  new  policy.  Selected  OIG  followup  testing  has  shown 
that  the  tested  medical  centers  were  in  compliance  with  the  new  policy. 

Sharing  Agreements  with  Affiliated  Medical  Schools 

An  audit  of  Sharing  Agreements  With  Afliliated  Medical  Schools  showed  that 
while  VHA  was  effectively  managing  VA  scarce  medical  services  contracts,  effi- 
ciencies were  possible  by  using  Medicare  reimbursement  rates.  This  would  simplify 
the  contracting  process,  save  staff  time  in  negotiating  and  awarding  the  agreements 
and  reduce  costs  by  about  $3  million  annually.  VHA  agreed  with  our  recommenda- 
tion and  is  developing  implementing  policy. 


59 

Community  Nursing  Home  Cure  Contract  Rates 

Audits  of  Community  Nursing  Home  Care  Contract  Rates  showed  that  opportuni- 
ties existed  to  reduce  CNHC  rates  to  the  Medicaid  rate  plus  15  percent  which  could 
have  resulted  in  placing  more  veterans  in  skilled  nursing  care,  by  making  substan- 
tially more  resources  available  for  placement.  Also,  VHA  contracting  officers  did  not 
always  obtain,  use,  or  understand  the  cost  and  pricing  data  intended  to  support 
rates  which  exceeded  bench  mark  levels.  VHA  agreed  with  our  recommendations 
and  issued  implementing  policy.  VHA  also  began  a  test  of  other  funding  mecha- 
nisms for  community  nursing  home  care  for  those  situations  in  which  nursing  home 
care  beds  could  not  be  obtained  at  the  Medicaid  rate. 

CONSTRUCTION  MANAGEMENT 

Several  major  construction  projects  have  experienced  major  fund  shortages  as  a 
result  of  projects  not  being  adequately  planned,  administered,  and  supervised  by 
key  personnel  at  program  and  medical  center  levels.  Historically,  the  Office  of  In- 
spector Greneral's  medical  center  facility  audits  identified  unjustified  construction 
projects.  Currently,  audits  of  hotline  allegations  and  centrally  directed  audits  of  con- 
struction issues  have  continued  to  document  this  condition.  Recent  evidence  sug- 
§ests  that  construction  funds  are  not  being  managed  economically  and  efficiently, 
ome  of  the  deficiencies  noted  were: 
— In  recent  audits  of  two  major  projects,  we  found  significant  cost  overruns  in 

each. 
— Exaggerated  workload  projections  were  ofl;en  the  basis  for  supporting  VA's  con- 
struction plans,  resulting  in  excessive  space  authorizations  and  higher  construc- 
tion costs. 
— Contracts  included  added  optional  items  that  were  not  needed  to  make  the  serv- 
ice or  area  functional,  which  resulted  in  cost  overruns,  cost  shifting,  or  delays 
in  other  needed  projects  (e.g.,  other  parking  garage  projects). 
Cost  overruns  are  generally  tiie  result  of  contracting  staff  not  adequately  control- 
ling the  projects.  According  to  VHA  program  officials,  medical  center  directors  are 
the  key  decision  makers  on  medical  center  construction  projects.  Consequently,  pro- 
gram officials  often  defer  to  medical  center  directors  on  key  construction  scope  deci- 
sions even  after  the  program  officials  determined  the  planned  scope  exceeds  current 
construction  guidelines  or  even  if  they  do  not  agree  with  construction  plans  because 
of  the  economical  impact  it  will  have  on  the  overall  project.  While  we  agree  medical 
center  directors  should  make  decisions  that  affect  their  operations,  those  decisions 
should  follow  established  funding,  staffing,  and  construction  guidelines. 

FISCAL  MANAGEMENT 

The  VA  OIG  spends  approximately  25  percent  of  its  audit  resources  in  statutory 
reviews  of  the  Department's  financial  management  systems,  e.g.  Chief  Financial  Of- 
ficers Act.  We  have  reported  that  efficient  operations  are  hindered  by  inadequate 
accounting  systems  and  historical  incremental  budgeting  practices. 

Accounting  Systems 

VA,  like  some  other  Federal  agencies,  suffers  from  inadequate  accounting  and 
budgeting  systems.  In  particular,  VA  has  not  had  an  effective  system  to  account  for 
costs,  particularly  costs  of  medical  care  delivery.  As  a  consequence,  VA  managers 
have  not  had  reasonable  data  on  the  costs  of  medical  services,  or  the  means  to  com- 
pare costs  among  facilities.  This  seriously  impaired  the  ability  of  VA  executives  and 
managers  to  manage  operations,  and  hold  managers  accountable  for  results  of  oper- 
ations. 

This  condition  exists  because  VA  budget  and  resource  allocation  processes  have 
not  required  an  effective  cost  accounting  system.  VA  has  relied  upon  incremental 
budgeting,  and  proportional  resource  allocation,  to  fund  operations.  In  part,  this 
may  have  resulted  because  VA  administrators  were  required  by  law  to  maintain  a 
certain  level  of  presence  at  all  facilities,  and  did  not  have  a  great  deal  of  discretion 
to  move  resources.  Consequently,  VA  management  was  not  motivated  to  develop 
"performance  budgets",  or  the  accounting  and  information  systems  necessary  to  ad- 
minister performance  budgets.  The  bottom  line  is  that  Central  Office  did  not  have 
good  data  on  the  costs  of  operations,  and,  thus  has  had  difficulty  in  holding  man- 
agers accountable  for  controlling  cost.  Currently  VHA,  is  developing  a  cost  account- 
ing system  and  has  begun  to  implement  its  Decision  Support  System  (DSS). 

Historical  Budgeting 

Generally,  VA  has  used  a  historical-incremental  approach  to  budget  planning — 
i.e.,  the  budget  plan  is  based  on  funding  "current  services"  levels  of  existing  pro- 
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gtams,  to  which  adjustments  (usually  new  and  expanded  programs)  are  added.  Once 
a  program  or  facility  is  established  and  funded  in  an  initial  budget  plan,  it  routinely 
becomes  part  of  the  historical  "recurring  base"  of  the  budget  planning  process,  witn 
little  or  no  further  justification  of  the  base  required  in  subsequent  annual  budget 
plans. 

Although  the  historical-incremental  budget  planning  process  may  have  been  ade- 
quate in  managing  VA's  monetary  and  burial  benefits  programs,  the  process  has 
made  it  increasingly  difficult  for  VA  to  respond  to  the  changing  demographics  and 
health  care  needs  of  our  Nation's  veterans.  Because  of  the  limitations  of  historical- 
incremental  budget  planning  with  regard  to  managing  the  fast-changing  health  care 
environment,  VA  was  frequently  unaole  to:  (i)  identify  actual  program  costs,  (ii)  de- 
termine appropriate  program  funding  levels,  or  (iii)  evaluate  program  effectiveness 
in  an  effective  manner.  VA's  budget  process  did  not  provide  the  performance  meas- 
urement capabilities  needed  to  fully  achieve  the  desired  degree  of  accountability  for 
individual  and  collective  health  care  program  results  and  their  financial  manage- 
ment. 

As  a  result,  VA  medical  facilities  reported  widely  varying  estimated  costs  for  the 
same  or  similar  programs  with  the  same  or  similar  workload  as  described  earlier 
in  my  testimony.  It  is  our  observation  that  historical-incremental  budget  planning 
perpetuates  these  variations  fand  the  resulting  inefficiencies  and  misallocated  re- 
sources) by  assuming  that  the  reported  costs  are  appropriate  and  using  these  costs 
as  the  basis  for  planning  future  budgets  to  fund  health  care  needs. 

Decision  Support  System  (DSS) 

VHA  is  making  good  progress  in  developing  its  Decision  Support  System.  DSS  has 
the  potential  for  producing  data  that  could  be  used  for  variance  and  outlier  analysis, 
providing  information  that  could  be  used  for  identifying  best  practices.  VHA  recentiy 
made  the  decision  (December  1995)  to  use  Current  Procedural  Terminology  (CPT) 
codes  instead  of  clinic  stop  codes  to  capture  outpatient  care  data.  The  use  of  indus- 
try-wide codes  (CPT)  for  outpatients  makes  possible  the  comparison  of  VA  costs  with 
private  sector  cost  and  billing  data. 

Plans  for  More  Equitable  Resource  Distribution 

VHA  is  also  taking  steps  to  more  equitably  distribute  medical  care  dollars.  VHA 
has  reported  implementing  a  new  pricing  policy  called  "blended  rates"  for  allocating 
the  fiscal  year  1996  budget.  Blended  rates  is  a  pricing  policy  that  adjusts  a  VA  med- 
ical center's  funding  based  on  how  efficient  it  is  compared  to  peer  group  medical 
centers  and  national  VA  prices.  Thus  medical  centers  have  to  compete,  where  before 
the  previous  allocation  methodology  maintained  historical  funding  for  a  particular 
facility.  The  blended  rates  concept  was  adopted  to  help  implement  the  VHA's  strate- 
gic principles  and  objectives,  and  move  toward  a  capitation  budget  allocation  sys- 
tem. 

Capitation  is  basically  a  means  of  paying  a  provider,  in  this  case  the  Veterans 
Integrated  Service  Network  (VISN),  a  flat  fee  in  advance  to  take  care  of  a  set  num- 
ber of  patients'  health  care  needs  during  a  defined  period  of  time,  according  to  an 
agreed  upon  benefit  package.  With  capitation,  a  VISN's  budget  will  be  based  on  the 
number  of  veterans  that  the  VISN  is  expected  to  take  care  of  for  a  unit  price  that 
considers  the  risk  profile  of  the  patients  including  age  and  casemix,  geographic 
costs,  and  standardized  prices.  The  benefits  to  improved  management  of  resources 
are  reported  to  be  significant. 

Goals  and  Performance  Measures 

VA  is  making  progress  in  developing  specific  goals  and  performance  measures. 
However,  the  Department  needed  more  definitive  measures  to  assess  whether  its 
components  are  accomplishing  public  policy  objectives  in  an  effective  and  economical 
manner.  While  some  movement  is  taking  place  in  the  development  of  goals  and  per- 
formance measures  as  a  result  of  the  Grovernment  Performance  and  Results  Act 
(GPRA),  VA  still  needs  to  ensure  the  inclusion  of  goals  or  benchmarks  for  timeliness 
of  service,  quality  of  service,  and  cost  of  service.  In  the  past,  there  have  been  few 
benchmarks  for  measuring  or  evaluating  professional  and  administrative  staffing  of 
VA  Medical  Centers. 

The  Chief  Financial  Officer  is  working  with  VA  program  management  and  has 
several  actions  underway  in  conjunction  with  GPRA  that,  when  completed,  should 
measure  performance  in  relation  to  Department  goals  and  objectives  and  also  will 
be  used  to  prepare  the  overview  to  VA's  financial  statements.  Actions  underway  in- 
clude developing  a  system  for  measuring  performance  throughout  VA  and  working 
with  all  Department  activities  to  shift  the  focus  of  performance  measurement  from 
program  inputs  to  program  results  in  order  to  better  determine  how  well  programs 
are  meeting  key  Departmental  objectives  and  goals. 
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Accrued  Service  Payable 

Our  audit  of  open  accrued  services  payable  for  fiscal  year  1993  showed  about  $24 
million  of  funds  obligated  during  the  year  that  were  no  longer  valid  and  could  have 
been  used  by  program  managers  for  unfunded  priority  needs  before  the  appropria- 
tion expired.  This  is  a  recurring  annual  situation  that  needs  attention. 

Accounts  Receivable  from  Vendors 

Audits  of  VA's  fiscal  activities  identified  that  pajonents  to  vendors  were  not  being 
offset  or  recovered  from  established  accounts  receivable.  The  computer  system  only 
offset  payments  against  vendor  receivables  when  the  payment  amount  exceeded  the 
receivable  amount.  Local  medical  center  procedures  did  not  provide  for  off'setting 
credit  memos  against  payments  made  by  other  stations.  Receivables  were  written 
off"  in  cases  where  vendors  were  still  doing  business  with  VA  and  follow-up  was 
needed  on  uncollected  bills.  We  found  that  recoveries  could  be  increased  by  as  much 
as  $3.4  million  by  offsetting  payments  against  receivables. 

ACHIEVEMENT  OF  EFFICIENCIES 

The  realities  of  the  implementation  of  audit  recommendations  require  a  recogni- 
tion that  corrective  action  cannot  occur  immediately.  In  fact,  many  of  our  more  sig- 
nificant recommendations  have  or  will  require  months  or  years  to  fully  implement. 
In  addition,  the  implementation  of  a  recommendation  that  will  have  significant  cost 
efficiencies  faces  many  challenges  both  internally  and  externally  to  the  Department. 
In  the  past  there  has  been  reluctance  to  make  major  changes  that  may  affect  local 
communities,  educational  institutions,  and  contractors  to  name  a  few  of  the  con- 
cerned parties.  Internally,  changes  that  affect  working  relationships,  procedures, 
and  employment  are  very  time  consuming  to  implement.  In  addition,  program  im- 
plementation may  very  well  require  resources  that  have  to  be  identified  out  of  cur- 
rent operations.  And  to  further  complicate  the  issue,  VHA  has  had  a  series  of 
changes  in  its  management  direction  tnat  makes  it  difficult  to  follow  major  changes 
through  to  completion.  In  1992,  VHA  had  a  Diagnostic  Related  Grouping-Weighted 
Work  Unit  Allocation  system;  this  gave  way  in  1994  to  integrating  the  Department 
with  National  Health  care  planning,  which  has  now  been  replaced  with  the  Vision 
for  Change. 

VHA  REORGANIZATION 

As  addressed  in  an  OIG  report  on  the  implementation  of  VHA's  strategic  plan  and 
performance  measurements,  the  degree  of  achievement  of  VHA's  goals  and  objec- 
tives could  not  be  effectively  measured  because  of  the  lack  of  specific  performance 
criteria.  As  a  consequence,  oversight  of  the  achievement  of  program  goals  and  objec- 
tives could  not  be  performed,  making  it  difficult  to  hold  field  managers  accountable 
for  effectively  managing  and  utilizing  resources.  However,  the  recent  reorganization 
of  VA's  health  care  system  provides  opportunities  to  improve  internal  oversight  and 
accountability  over  the  field.  For  example,  by  tying  the  performance  elements  of 
medical  center  director  performance  appraisals  to  VISN  goals,  objectives,  and  cus- 
tomer standards,  VHA  will  serve  as  a  good  example  of  the  progress  that  parts  of 
VA  are  making  with  performance  measurement  ana  accountability. 

VHA's  reorganization  marks  an  era  of  reform  for  VA.  The  change  from  a  system 
having  substantial  central  office  control  over  the  daily  operations  of  medical  facili- 
ties, to  the  concept  of  organizational  leadership  by  national  headquarters  is  widely 
supported.  Also  supported  is  the  change  to  VHA  program  oversight  of  such  fun- 
damental end  products  as  quality  and  timely  patient  care.  VHA's  success  in  achiev- 
ing this  change,  however,  will  depend  on  the  development  of  criteria  for  performance 
measurement. 

The  change  fi*om  regions  to  VISN's  should  result  in  better  coordination  between 
headquarters  and  the  field,  and  help  facilitate  the  integration  of  administrative, 
clinical,  academic  and  research  staff  within  a  network  area.  This  is  designed  to  im- 
prove patient  care  and  program  results.  However,  the  relationships,  or  processes, 
between  medical  centers,  VISN's,  and  headquarters  has  not  yet  been  well  defined. 
Issues  such  as  the  level  of  authority  VISN's  will  have  over  medical  centers  within 
their  jurisdiction,  and  the  degree  of  autonomy  VAMC  directors  will  have  with  re- 
spect to  how  they  use  allocated  resources  should  be  clearly  delineated.  As  should 
the  appropriate  level  of  oversight  that  Headquarters  will  have  over  the  VISN's  and 
the  vehicles  through  which  that  oversight  will  be  achieved. 

CONCLUSION 

VHA  faces  significant  challenges  in  a  changing  health  care  environment  within 
the  context  of  current  law.  Chief  among  these  are  profound  changes  in  the  way  VA 
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provides  health  care.  In  the  face  of  a  diminishing  VA  health  care  budget  juxtaposed 
with  increasing  costs  of  health  care  delivery,  it  is  essential  that  VHA  find  innovative 
ways  to  provide  veterans  ready  access  to  high  quality  health  care  at  the  lowest  pos- 
sible cost.  This  includes  a  movement  toward  primary  and  managed  care  with  an  in- 
creased emphasis  on  outpatient  care.  Within  the  VA  health  care  system,  VA  needs 
to  better  tie  the  allocation  of  resources  to  workload,  and  VHA  needs  to  promote  bet- 
ter sharing  and  utilization  of  resources  among  medical  centers.  Other  significant  is- 
sues for  VHA  include:  (i)  implementing  eligibility  reform  as  needed,  (ii)  meeting  its 
education  mission  while  improving  the  afiiliation  program  and  reducing  related  VA 
costs,  (iii)  reevaluating  the  research  mission  in  view  of  scarce  budgetary  resources, 
and  (iv)  effectively  coordinating  with  the  Department  of  Defense  (DOD),  including 
sharing  of  medical  resources  and  providing  back-up  coverage  to  DOD  when  needed. 

VHA  has  developed  a  management  plan  that  will  result  in  significant  changes  at 
all  levels — VHA  Headquarters,  in  VISN's  and,  most  importantly,  at  the  field  facili- 
ties. VHA  has  stated  the  medical  center  staff  and  program  staff  within  medical  cen- 
ters must  undergo  a  paradigm  shift  away  from  "protection"  of  their  facilities  and 
programs  to  thinlang  about  the  larger  picture  of  a  VISN.  The  biggest  challenge  will 
be  to  educate  staff  to  think  as  a  network  entity  rather  than  as  an  isolated  facility 
in  competition  for  resources  with  others.  VHA  needs  to  move  away  from  a  competi- 
tive budget  process  to  a  cooperative  budget  process. 

Thank  you,  Mr.  Chairman,  that  completes  my  prepared  statement.  I  would  be 
pleased  to  address  the  Subcommittee's  questions. 

STATEMENT  OF  RICHARD  SCHULTZ 

Senator  Bond.  Thank  you  very  much,  Mr.  Merriman. 

And  I  will  turn  to  Mr.  Richard  Schultz.  Welcome,  Mr.  Schultz. 

Mr.  Schultz.  Thank  you.  Good  morning,  Chairman  Bond,  Rank- 
ing Minority  Member  Mikulski,  and  Senator  Bennett.  My  name  is 
Rick  Schultz.  I  am  with  the  Disabled  American  Veterans.  And  ac- 
companying me  this  morning  is  Susan  Edgerton  of  the  Paralyzed 
Veterans  of  America. 

Our  organizations,  along  with  AMVETS  and  the  Veterans  of  For- 
eign Wars  of  the  United  States,  appreciate  the  opportunity  to  tes- 
tify today  about  management  initiatives  for  the  Veterans  Health 
Administration.  We  have  developed  our  own  proposal  for  more  effi- 
cient management  of  VA  resources,  that  was  recently  developed 
into  a  bill.  Senate  bill  1563,  and  introduced  by  Senators  Simpson 
and  Rockefeller.  We  believe  Senate  bill  1563  would  address  many 
of  the  legislative  impediments  to  cost-effective  and  efficient  health 
care  delivery  in  the  VA. 

Let  us  state  for  the  record  that  we  are  pleased  with  the  direction 
of  the  work  that  Dr.  Kizer  has  undertaken  since  his  tenure.  In  a 
short  period  of  time.  Dr.  Kizer  has  demonstrated  a  firm  grasp  of 
the  issues  that  have  long  plagued  the  VA  health  care  system,  and 
has  shown  a  lot  of  fortitude  in  tackling  even  the  most  politically 
contentious  problems. 

Senator  Bond,  we  also  appreciate  the  fact  that  you  have  a  long- 
standing commitment  to  simplifying  and  modernizing  medical  ad- 
ministration. We  urge  you  to  continue  your  efforts  in  this  area,  and 
to  work  with  us  in  adapting  efficiencies  you  uncover  for  private 
providers  to  use  in  the  VA.  VA  health  care  could  benefit  from  many 
other  efficiencies  as  well. 

Managed  care  has  been  the  watchword  of  the  private  sector 
health  care  providers  for  the  last  decade.  Managed  care,  to  us,  is 
about  providing  care  efficiently,  not  rationing  it.  There  are  times 
when  the  private  sector  is  simply  making  penny-wise  and  pound- 
foolish  decisions  in  health  care  delivery. 
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Patients  who  could  live  relatively  independent,  languish  in  insti- 
tutional settings  because  they  fail  to  receive  the  rehabilitation  they 
need  to  regain  skills.  Some  patients  with  spinal  cord  injuries  are 
never  rehabilitated  properly  to  wean  themselves  from  ventilators. 
Others  suffer  incidents  of  preventable  conditions  because  their  re- 
habilitation provider  has  failed  to  teach  them  appropriate  hygiene 
and  exercise  techniques.  VA  must  not  allow  its  efforts  to  contain 
cost  to  deter  appropriate  long-range  health  care  choices  for  its 
beneficiaries. 

One  facility  in  the  system,  north  Chicago,  is  managing  care  in  a 
way  that  we  believe  is  efficient  for  VA  and  the  veteran.  The  facility 
knows  its  patients  and  their  needs  because  it  has  enrolled  each  of 
them  with  a  team  to  manage  their  care.  It  knows  its  potential 
users  and  their  needs.  It  understands  how  its  providers  use  re- 
sources to  meet  patient  care  needs.  North  Chicago  compares  pro- 
viders' use  of  laboratory  work,  x  rays,  and  prescription  drugs  for 
like  users.  The  chief  of  staff  anonymously  compares  each  physician 
to  his  or  her  peers.  The  physicians  there  have  raced  to  improve  or 
maintain  their  standing  without  pressure  from  the  administration. 

Quality  is  also  improving  at  north  Chicago.  The  facility  uses  the 
same  standards  that  the  private  sector  managed  care  providers  do, 
and  they  compare  favorably.  The  facility  measures  its  performance 
against  best-practice  standards  in  the  private  sector  for  appropriate 
age  and  gender  diagnostic  work. 

The  Congressional  Budget  Office  believes  that  this  type  of  oper- 
ation, which  emphasizes  care  management  and  preventive  care, 
will  add  to  the  taxpayers'  expense.  But  north  Chicago's  actual  expe- 
rience indicates  otherwise.  In  fiscal  year  1993,  the  facility  saved 
enough  money — approximately  $15  million — to  construct  a  new 
nursing  home,  while  adding  10  percent  to  its  workload — an  accom- 
plishment good  enough  to  merit  Vice  President  Gore's  golden  ham- 
mer award  for  reinventing  Government. 

The  coauthors  of  the  independent  budget  want  the  rest  of  the 
system  to  emulate  Chicago's  experience  in  their  transition  to  man- 
aged care.  This  may  now  happen,  since  top  management  of  north 
Chicago,  who  designed  and  implemented  its  managed  care  pro- 
gram, have  been  transferred  to  network-level  management  posi- 
tions. 

As  VISN's  come  into  being,  we  are  hopeful  that  the  promise  of 
decentralized  management,  tied  to  reasonable  accountability  stand- 
ards, will  help  VA  networks  and  facilities  respond  more  proactively 
to  their  local  environments.  We  are  looking  forward  to  working 
with  networks  and  facility  directors  to  ensure  that  these  new  sys- 
tems do  work. 

One  down  side  to  implementing  such  a  system  is  the  nascent 
state  of  available  outcome  measures  to  emulate,  in  the  private  sec- 
tor or  elsewhere,  particularly  for  special  emphasis  programs.  With 
decentralization,  we  feel  these  programs  are  particularly  vulner- 
able to  budget  cuts,  which  may  affect  quality,  because  they  are  ex- 
pensive to  operate.  We  must  stress  the  great  importance  of  estab- 
lishing outcome  measures  that  will  demonstrate  quality  programs. 
The  establishment  of  such  measures  should  be  a  top  priority  for  VA 
headquarters. 
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Also,  Mr.  Chairman,  some  local  providers  have  approached  the 
VA  medical  facilities  to  develop  points  of  access  with  them  that 
could  provide  care  to  veterans  and  their  spouses.  We  have  no  objec- 
tion to  leasing  facilities  or  parts  of  facilities  to  develop  access  to 
primary  care  for  veterans.  We  sincerely  believe  that  giving  veter- 
ans better  access  to  basic  health  care  will  result  in  healthier  veter- 
ans, who  will  require  fewer  expensive  health  care  services. 

This,  in  a  nutshell,  is  the  whole  premise  of  the  independent 
budget  proposal.  We  ask  you  today  to  allow  VA  to  identify  these 
points  of  access  and  exploit  them  to  their  maximum  potential. 
Without  this  ability,  VA  will  not  be  able  to  survive  in  the  modern 
health  care  world. 

Mr.  Chairman,  I  know  we  have  covered  a  lot  of  ground  today, 
and  we  hope  that  you  will  continue  to  play  a  constructive  part  in 
providing  the  VHA  the  funding  and  legislative  tools  that  it  needs 
to  move  forward. 

Thank  you. 

[The  statement  follows:] 

Prepared  Statement  of  Rick  Schultz 

Good  morning,  Chairman  Bond,  Ranking  Minority  Member  Mikulski  and  mem- 
bers of  the  Subcommittee.  I  am  Rick  Schultz  of  Disabled  American  Veterans.  Accom- 
panying me  is  Susan  Edgerton  of  the  Paralyzed  Veterans  of  America.  Our  organiza- 
tions, who  co-author  the  Independent  Budget  for  the  Department  of  Veterans  Af- 
fairs, along  with  AMVETS  and  Veteransof  Foreign  Wars  of  the  United  States,  ap- 
preciate the  opportunity  to  testify  to  you  today  about  management  initiatives  for  the 
Veterans  Health  Administration,  We  will  be  focusing  upon  ideas  and  concepts  that 
are  explained  in  detail  in  our  written  statement,  whicn  we  ask  you  to  include  in 
the  record,  and  in  the  fiscal  year  1997  Independent  Budget  which  is  scheduled  to 
be  released  in  mid-  to  late-March. 

Like  the  Department  of  Veterans  Affairs'  Budget  Submission,  the  Independent 
Budget  not  only  addresses  the  resource  requirements  of  VA,  but  recommends  legis- 
lative and  management  initiatives  which  we  believe  will  allow  VA  to  execute  its 
missions  successfully  and  cost-effectively.  We  have  developed  our  own  proposal  for 
more  efficient  management  of  VA  resources  that  was  recently  developed  into  a  bill, 
S.  1563,  and  introduced  by  Senators  Simpson  and  Rockefeller.  We  believe  S.  1563 
would  address  many  of  the  legislative  impediments  to  cost-effective  and  efficient 
health  care  delivery  in  the  Veterans  Health  Administration.  Some  of  the  principal 
initiatives  in  this  proposal  would  allow  Category  A  veterans,  including  catastroph- 
ically  disabled  discretionary  veterans,  to  be  treated  in  the  most  appropriate  care  set- 
ting; authorize  VA  to  treat  adult  dependents  and  provide  better  access  to  discre- 
tionary veterans  who  would  support  tne  cost  of  their  care;  and,  authorize  VA  to  col- 
lect and  retain  third  party  payments  from  these  dependents  and  veterans,  including 
Medicare  reimbursements.  We  believe  these  legislative  initiatives  are  imperative  to 
create  the  appropriate  balance  in  the  VA's  health  care  delivery  system. 

Let  us  state  for  the  record  that  we  are  pleased  with  the  direction  of  the  work  that 
Dr.  Kizer  has  undertaken  during  his  tenure.  In  a  short  period  of  time.  Dr.  Kizer 
has  demonstrated  a  firm  grasp  of  the  issues  that  have  long  plagued  the  VA  health 
care  system,  and  has  shown  a  lot  of  fortitude  in  tackling  even  the  most  politically 
contentious  problems.  We  are  pleased  to  be  here  today  with  Dr.  Kizer  and  his  field 
officers  to  discuss,  from  the  veterans'  perspective,  further  action  that  must  occur  to 
improve  health  care  in  VA.  Because  Dr.  Kizer  and  his  network  directors  have  al- 
ready addressed  many  VA  reforms  they  plan  to  undertake,  we  would  like  to  discuss 
some  initiatives  we  believe  should  have  widespread  application  in  VA. 

Senator  Bond,  we  also  appreciate  the  fact  that  you  nave  a  long-standing  commit- 
ment to  simplifying  and  modernizing  medical  administration.  Standardized,  elec- 
tronic databases,  which  provide  a  straightforward  way  to  file  claims  not  only  eases 
the  requirements  of  medical  administration,  but  by  allowing  comparable  data  to  be 
processed  and  stored,  holds  the  key  to  identifying  efficient  procedures  and  the  po- 
tential efficacy  of  a  variety  of  treatments.  We  also  agree  with  you  that  the  paper 
jungles  that  have  developed  around  the  health  insurance  industry  create  far  too 
much  waste.  We  believe  that  an  added  benefit  of  the  legislation  we  asked  Senators 
Simpson  and  Rockefeller  to  introduce  will  be  to  enhance  VA's  ability  to  bill  and  col- 
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lect  from  third  party  payers,  including  Medicare,  by  making  VA  coverage  more  com- 
parable to  other  earners'.  VA's  Medical  Care  Cost  Recovery  efforts  have  also  been 
greatly  hampered  by  their  billing  and  collections  procedures.  We  urge  you  to  con- 
tinue your  efforts  in  this  area  and  to  work  with  us  in  adapting  efficiencies  you  un- 
cover for  private  providers  to  VA's  use. 

VA  health  care  could  benefit  from  many  other  efficiencies  as  well.  Managed  care 
has  been  the  watchword  of  private-sector  health  care  providers  for  the  last  decade. 
VA  has  been  somewhat  slow  to  embrace  the  concept  and  incorporate  it  into  its  own 

f)ractice  style.  At  first,  VA  attributed  inability  to  conform  to  its  unique  user  popu- 
ation  and  missions  and  to  legislative  barriers.  There  is  some  validity  to  these 
claims,  although  VA  cannot  completely  attribute  the  difference  in  its  operations  to 
any  of  them.  VA  does  have  a  population  that  requires  special  attention  that  private- 
sector  managed  care  providers  aealing  with  mainstream  populations  would  not  have 
to  provide.  It  predominantlv  treats  lower-income  and  service-connected  disabled  vet- 
erans. Private-sector  models  are  just  beginning  to  include  poor  and  disabled  popu- 
lations and  are  discovering  that  tiiey  do  indeed  have  different  needs.  Providers  just 
beginning  to  treat  Medicaid  recipients  are  learning  that  their  new  enroUees  require 
transportation  services,  babysitting,  translating  services,  and  even  clothing  to  en- 
sure that  they  are  able  to  make  health  care  appointments.  They  also  require  signifi- 
cant care  management.  While  the  needs  of  VA  beneficiaries  are  different  from  Med- 
icaid recipients',  some  require  a  similar  amount  of  attention.  Long  ago,  VA  recog- 
nized the  need  for  beneficiary  travel  funds,  particularly  since  VA  operates  a  geo- 
graphically dispersed  system.  It  has  also  established  care  management  teams,  for 
certain  populations,  like  the  high-risk  elderly. 

The  iBVSO's  believe  that  care  management  should  be  expanded  to  other  popu- 
lations that  are  at  risk.  Care  management,  also  referred  to  as  case  management, 
is  more  demanding  upon  providers  than  managed  care  because  it  requires  providers 
to  assume  the  planning  and  coordinating  roles  for  beneficiaries'  access  to  health  care 
services.  Anyone  with  a  serious  mental  illness  or  physical  disability  should  benefit 
from  rigorous  care  management  that  allows  a  team  to  follow  a  veteran's  progress 
through  the  system  and  follow-up  with  appropriate  treatment.  Too  often  in  the  VA 
system,  patients  are  treated  and  discharged  without  a  plan.  Particularly  for  patients 
tnat  are  "high-end"  users,  those  who  make  frequent  use  of  intensive  health  care 
services,  this  is  inefficient  and  not  at  all  cost-effective.  With  appropriate  care  man- 
agement, providers  can  significantly  reduce  lengths-of-stay  for  their  patients — even 
those  with  serious  physical  disabilities  like  spinal  cord  injury.  We  are  aware  of  one 
program,  Boston  Community  Medical  Alliance,  that  has  demonstrated  the  effective- 
ness of  managing  care  for  these  high-end  users.  Patients  like  the  program  (there 
is  virtually  no  disenrollment  due  to  dissatisfaction);  it  saves  Medicaid,  who  funds 
their  care,  significant  amounts  of  money;  and,  best,  some  preliminary  measures  sug- 

fest  that  it  results  in  better  care  outcomes — there  is  a  lower  incidence  of  severe 
ecubiti  among  those  served.  We  realize  that  providing  this  type  of  care  calls  for 
a  fundamental  shift  in  treatment  philosophy.  No  longer  is  the  hospital  the  center 
of  the  care  continuum  for  these  patients.  Rather,  care  providers  attempt  to  keep  pro- 
gram participants  active  in  their  communities.  Most  care  (80  percent)  is  provided 
in  patients'  homes.  There  is  an  emphasis  on  preventive  and  primary  care,  instead 
of  hospital-based,  specialty  care. 

Boston  Community  Medical  Alliance  operates  under  the  assumption  that  they  will 
be  providing  care  to  patients  for  a  significant  amount  of  time.  Under  this  assump- 
tion, providers  are  willing  to  handle  patients'  needs  holistically,  making  investments 
for  their  patients  that  will  save  them  money  in  the  long  run.  For  example,  the  Bos- 
ton group  may  buy  a  computer  for  a  patient  if  they  believe  it  will  contribute  to  the 
Katient's  quality  of  life  and  productivity.  They  help  find  adequate  housing.  Like 
ledicaid,  VA  has  established  relationships  with  many  patients  that  could  justify 
this  type  of  investment.  VA  should  study  the  Boston  Program  to  look  at  how  it 
might  invest  in  its  patients  as  part  of  a  long-term  strategy. 

The  On-Lok  protot5rpe  for  long-term  care  is  now  being  implemented  through  Pro- 
gram of  All-inclusive  Care  for  the  Elderly  (PACE)  test-sites  around  the  country.  The 
program  provides  integrated  acute  and  long-term  care  to  all  beneficiaries.  Bene- 
ficiaries must  be  frail  elderly  individuals  who  would  otherwise  qualify  for  institu- 
tional care.  Even  with  this  chronically  ill  patient  population  the  program  saves  its 
payers  money.  The  program  is  being  adapted  to  non-elderly  patient  peculations  in 
Massachusetts  (including  individuals  with  spinal  cord  injuries  and  AIDS),  in  New 
York  and  Wisconsin  (including  mostly  individuals  with  physical  disabilities)  and  in 
South  Carolina  (including  children  with  disabilities).  PACE  works  well  due  to  its 
flexibility  in  using  available  funding  pooled  from  all  sources — Medicaid,  Medicare, 
private  insurance,  and  self-pay.  The  program  is  not  bound  by  fee  schedules,  and 
may  use  the  funding  in  the  most  efficient  way  to  meet  the  needs  of  its  patients.  It 
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delivers  high-quality  care,  delivers  high  rates  of  satisfaction  for  patients  and  their 
families,  and  nas  recognized  savings  of  about  10  percent  compared  to  the  costs  of 
institutionalizing  these  individuals,  annually. 

Let's  be  clear  about  one  thing,  Mr.  Chairman — veterans  are  tax-payers,  too.  We 
don't  appreciate  waste  in  the  VA  system  anymore  than  anybody  else.  Where  VA  has 
been  inefficient  in  the  past  we  want  to  find  solutions  for  the  future.  We  think  there 
are  ways  of  doing  this  without  hurting  the  quality  of  care  veterans  receive,  and  in 
many  cases,  improving  it.  VSO's  are  so  often  characterized  in  the  press  and  else- 
where as  being  the  guardians  of  the  status  quo,  but  we  want  to  change  the  system — 
for  the  better!  We  nope  that  providing  this  testimonv  will  help  us  to  ensure  Con- 
gress that  we  are  looking  for  new  answers  to  old  problems,  too.  Veterans  and  Con- 
gress must  work  with  VA  to  find  them. 

One  facility  in  the  system.  North  Chicago,  is  managing  care  in  a  way  that  we  be- 
lieve is  efficient  for  VA  and  the  veteran.  North  Chicago  does  extensive  market  anal- 
ysis. The  facility  knows  its  patients  and  their  needs  because  it  has  "enrolled"  each 
of  them  with  a  team  to  manage  their  care.  It  knows  its  potential  users  and  their 
needs.  It  understands  how  its  providers  use  resources  to  meet  patients'  care  needs. 
North  Chicago  compares  providers'  use  of  laboratory  work,  x-rays,  and  prescription 
drugs  for  like  users.  The  Chief  of  Staff  anonymously  compares  each  physician  to  his 
or  her  peers.  Physicians  raced  to  improve  or  maintain  their  standings  without  pres- 
sure from  administration  or  the  incentive  to  line  their  pockets  with  a  portion  of  the 
savings.  Quality  is  also  improving  at  North  Chicago.  The  facility  uses  the  same 
standards,  the  National  Committee  on  Quality  Assurance's  Health  Plan  Employer 
Data  and  Information  Set  (HEDIS),  that  private-sector  managed  care  providers  do 
and  they  compare  favorably.  The  facility  measures  its  performance  against  "best 
practice"  standards  in  the  private  sector,  for  appropriate  age  and  gender  diagnostic 
work,  such  as  mammography  or  colorectal  examinations,  for  annual  physical  exami- 
nations, for  immunizations,  and  a  host  of  other  procedures.  The  Congressional 
Budget  Office  believes  that  this  type  of  operation,  which  emphasizes  care  manage- 
ment and  preventive  care,  will  add  to  the  tax-payer's  expense,  but  North  Chicago's 
actual  experience  indicates  otherwise.  In  fiscal  year  1993,  the  facility  saved  enough 
money  (approximately  $15  million)  to  construct  a  new  nursing  home  while  adding 
10  percent  to  its  workload — an  accomplishment  good  enough  to  merit  Vice  President 
Gore's  Golden  Hammer  award  for  reinventing  government.  The  co-authors  of  the 
"Independent  Budget"  want  the  rest  of  the  system  to  emulate  North  Chicago's  expe- 
rience in  their  transition  to  managed  care. 

Managed  care,  to  us,  is  about  providing  care  efficiently,  not  rationing  it.  Parking 
veterans  in  hospital  beds  while  they  await  tests  or  procedures  is  not  efficient  for 
anybody,  including  veteran  patients.  Still,  there  are  times  where  we  believe  VA 
could  go  too  far  adhering  to  standards  established  by  private  sector  managed  care 
providers.  VHA's  patients  do  have  more  co-morbidities  and  are  older  than  the  gen- 
eral population.  Because  many  VA  health  care  users  live  alone,  VA  may  not  be  able 
to  discharge  them  into  home  health  care  situations.  Other  veterans  may  be  home- 
less— recovery  on  the  streets  is  unlikely.  Clearly,  it  is  within  VA's  patient  care  mis- 
sion to  care  for  these  veterans  until  they  are  capable  of  meeting  their  own  basic 
needs.  Some  may  never  reach  this  point.  While  we  advocate  the  greatest  possible 
use  of  community  or  home-based  settings,  some  veterans'  care  is  simply  not  ame- 
nable to  these  settings.  These  special  circumstances  may  legitimately  lengthen  VA's 
lengths  of  stay. 

There  are  also  times  when  the  private  sector  is  simply  making  "penny-wise  and 
pound-foolish"  decisions  in  health  care  delivery.  Rehabilitative  medicine  is  one  serv- 
ice that  is  often  scaled  back  in  the  private  sector  to  the  point  that  it  harms  quality. 
Because  of  coverage  limitations,  providers  are  forced  to  make  choices  about  which 
skills  to  teach  and  which  to  leave  to  "trial  and  error"  patient  experience.  Initial  re- 
habilitation sets  the  course  for  patient  recovery,  and  often  determines  how  much 
functionality  patients  can  regain.  Think  of  someone  like  Christopher  Reeve  who  has 
had  the  very  best  health  care  and  durable  medical  equipment  money  can  buy  and 
has  well  exceeded  expectations  for  regained  functionality  because  of  it.  On  his  Feb- 
ruary 21  appearance  on  "Larry  King  Live",  Reeve  spoke  of  fellow  patients  who  were 
far  less  seriously  injured  than  he  who  are  in  nursing  homes  because  their  insurance 
would  not  cover  adequate  rehabilitation.  This  is  a  tragic  waste  to  us  because  we  too 
are  aware  of  patients  that  are  inappropriately  "rehabbed"  in  the  private  sector.  Pro- 
viders have  to  make  choices  about  which  fundamental  skills  to  teach  patients,  know- 
ing that  patients  and  their  care-givers  will  have  to  learn  the  remainder  on  a  trial 
by  error  basis.  Patients  who  could  live  relatively  independently  languish  in  institu- 
tional settings  because  they  fail  to  receive  the  rehabilitation  they  need  to  regain 
skills.  Some  patients  with  spinal  cord  injuries  are  never  rehabbed  properly  to  wean 
themselves  from  ventilators.  Others  suffer  incidences  of  preventable  conditions  be- 


67 

cause  their  rehabilitation  provider  has  failed  to  teach  them  appropriate  hygiene  and 
exercise  techniques.  VA  must  not  allow  its  efforts  to  contain  costs  to  deter  appro- 
priate long-range  health  care  choices  for  its  beneficiaries.  BNA's  Managed  Care  Re- 
porter recently  noted  findings  fi-om  the  National  Rehabilitation  Hospitel  Research 
Center's  Research  and  Training  Center  on  Medical  Rehabilitation  Services  and 
Health  Policy:  "An  average  lengQi  of  stey  of  30  days  or  35  days  only  five  years  ago 
is  now  down  to  19  days  or  20  days,  but  appears  to  be  leveling  off  because,  as  one 
respondent  indicates,  results  were  falling  off  as  well.'"  High-quality  managed  care 
providers  appear  to  be  establishing  limits  on  how  much  rehabilitation  care  can  be 
pushed  out  of  inpatient  care  settings  without  hurting  the  integrity  of  services. 

As  Veterans'  Integrated  Service  Networks  come  mto  being,  we  are  hopeful  that 
the  promise  of  decentralized  management  tied  to  reasonable  accountability  stand- 
ards will  help  VA  networks  and  facilities  respond  more  proactively  to  their  local  en- 
vironments. Contrary  to  the  way  the  VSO's  are  often  characterized,  Mr.  Chairman, 
we  are  looking  forward  to  working  with  network  and  facility  directors  to  ensure  that 
these  new  systems  do  work.  As  a  matter  of  fact,  all  of  the  IBVSO's  worked  with 
the  VA  to  develop  the  groundwork  for  the  Vision  for  Change.  We  understand  that 
VA  Headquarters  is  not  able  to  sense  the  opportunities  for  local  collaborations,  shar- 
ing agreements,  contracting,  streamlining  and  entering  into  purchasing  consortia. 
Some  VA  facility  directors  have  been  entrepreneurial  in  seeking  out  such  opportuni- 
ties. Others  have  lacked  the  initiative,  under  heavy  oversight  from  regional  offices 
and  budget  allocations  perpetuated  by  current  spending,  to  investigate  them.  Under 
networks,  field  personnel  will  have  more  autonomy.  They  will  also  be  working  with- 
in an  allocation  based  on  who  and  how  many  they  serve,  not  what  types  of  services 
they  deUver.  The  "Independent  Budget"  co-authors  anticipate  that  allocating  re- 
sources this  way  will  spur  leadership  in  the  field  to  seek  innovative  approaches  to 
delivering  health  care.  Stete-of-the-art  performance  stendards,  outcome  measures 
and  patient  satisfaction  indicators,  used  to  measure  network  and  facilities  leader- 
ship's success  will  ideally  ensure  that  quality  standards  are  upheld. 

We  £ire  anxious  for  a  management  structure  that  allows  Headquarters  to  oversee 
outeomes  rather  than  process.  The  one  downside  to  implementing  such  a  system  is 
the  nascent  state  of  available  outeome  measures  to  emulate  in  the  private  sector  or 
elsewhere,  particularly  for  special  emphasis  programs.  Many  of  the  VSO's  were 
asked  to  comment  on  a  draft  of  standards  for  these  special  programs.  We  take  a 
special  interest  in  these  programs  because  they  were  developed  to  address  condi- 
tions and  problems  veterans  disproportionately  experience  due  to  combat  or  other 
life  experience.  Unfortunately,  with  decentralization,  we  feel  these  programs  are 
particularly  vulnerable  to  budget  cuts  because  they  are  expensive  to  operate.  Do  not 
take  this  cautionary  note  as  a  repudiation  of  VISN  restructuring  efforts.  The  VSO's 
want  better  means  of  monitoring  program  outeomes  without  having  to  become  un- 
duly involved  in  process.  This  wish  is  consistent  with  the  VISN  goal.  We  merely 
stress  the  great  importance  of  establishing  outeome  measures  that  will  demonstrate 
quality  programs.  The  establishment  of  such  measures  should  be  a  top  priority  for 
VA's  headquarters.  Although  VA  is  to  be  credited  for  both  their  foresight  and  their 
effort  to  esteblish  these  measures,  many  of  the  performance  standards  VA  developed 
did  not  assign  accountability  to  a  particular  party  or  group,  did  not  define  items  to 
be  measured,  and  thus,  were  not  easily  quantifiable,  and  in  general  did  not  indicate 
high-quality  programs  to  the  VSO's.  Where  possible  we  suggested  VA  use  standards 
that  are  consistent  with  private-sector  accreditation  or  quality  assurance  activities. 
We  are  proud  that  VA  complies  with  Joint  Commission  of  Accreditation  of 
Healthcare  Organizations'  (JCAHO)  standards.  We  understand  that  VA  has  recently 
signed  an  agreement  with  the  Commission  of  Accreditation  of  RehabiUtation  Facili- 
ties (CARF)  to  work  toward  compliance  with  their  standards.  We  suggest  that  as 
VA  becomes  a  managed  care  provider  it  also  look  into  accommodating  the  National 
Committee  on  Quality  Assurance's  Health  Plan  Employer  Date  and  Information  Set 
(HEDIS)  stendards.  'To  the  extent  that  VA  can  volunterily  comply  with  the  private- 
sector's  accreditetion  standards,  their  reputation  for  quality  veterans'  health  care 
becomes  unassailable. 

Chairman  Bond,  the  work  VA  is  doing  in  assigning  accountability  and  assuring 
quality  in  this  regard  is  sometimes  ground-breaking  and  we  do  want  to  be  support- 
ive. Relatively  few  outcome  measures  have  wide  acceptance  in  the  field  of  medicine. 
Clinical  practice  guidelines,  also  known  as  "best  practice"  guidelines  and  critical 
pathways,  which  prescribe  how  certain  diagnoses  for  certain  patients  should  be 
treated,  are  difficult  and  expensive  to  develop.  If  they  are  going  to  be  used,  all  vest- 
ed parties,  providers,  consumers,  and  payers  must  contribute  to  their  development 
ana  agree  that  they  do  indeed  represent  state-of-the-art  treatment  for  affected  indi- 
viduals. Paralyzed  Veterans  of  America,  one  of  the  co-authors  of  the  "Independent 
Budget",  is  heavily  invested  in  the  development  of  clinical  practice  guidelines  for 
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treating  certain  common  secondary  conditions  in  spinal  cord  injured  people.  We 
hope  that  VA  can  work  with  other  government  agencies  to  develop  guidelines  for 
other  major  diagnostic  categories  veterans  present  to  VA.  Development  of  these 
guidelines  best  assures  a  quality  health  care  outcome. 

In  addition  to  changing  the  allocation  system  to  be  based  on  individuals  rather 
than  t5^es  of  care  delivered,  VA  must  have  more  control  over  its  resources  to  man- 
age care  efficiently.  Unlike  private-sector  providers,  civil  service  requirements  offer 
VA  little  control  over  what  types  of  providers  it  uses  in  its  various  care  settings. 
Since  personnel  obligations  consume  more  than  60  percent  of  the  medical  care  budg- 
et, facility  directors  are  held  accountable  for  a  budget,  for  the  most  part,  they  cannot 
control.  While  private-sector  providers  are  finding  savings  by  offering  care  through 
lower  level  care  providers,  VA  has  less  flexibility  in  changing  its  staffing  patterns. 
It  cannot  layoff  individuals,  nor  can  it  hire  above  a  staff  ceiling.  This  makes  it  dif- 
ficult for  hospital  directors  to  substitute  a  doctor  with  two  nurse  practitioners  or  a 
licensed  practical  nurse  (LPN)  for  two  nurses  aides  unless  they  have  positions  for 
the  displaced  staff.  We  are  aware  that  VA  has  already  taken  some  bold  steps  to  lib- 
erate its  field  directors  from  these  restrictive  mandates.  Floor^ed  staffing  levels 
should  be  repealed  and  VA  should  have  the  discretion  to  place  staff  where  they  are 
needed  to  meet  patient  need.  The  Secretary  should  be  authorized  to  delegate  special 
pay  initiatives  to  hospital  directors  to  use  at  their  discretion,  rather  than  make 
them  "across-the-board"  allowances.  At  the  least,  VA  needs  training  funds  to  allevi- 
ate its  staffing  problems  and  allow  VA  to  use  staff  more  appropriately. 

We  are  appreciative  of  the  fact  that  some  hospital  directors  have  found  ways 
around  staffing  problems  by  working  closely  with  staff  to  re-categorize  positions  and 
management  structures.  For  example,  in  one  network,  an  entire  mid-level  of  man- 
agement was  eliminated  when  the  hospital  went  to  a  new  management  approach 
which  incorporated  functional  matrices.  Care  providers  at  the  lead  facility  and  some 
others  are  now  working  in  functional  interdisciplinary  teams  rather  than  within  in- 
dividual disciplines.  For  example,  there  is  no  longer  a  social  worker  chief  at  the  fa- 
cility. Rather,  social  workers  report  to  their  team  leaders,  who  provide  different 
types  of  care  to  the  same  individuals  they  do.  This  is  one  way  of  streamlining  man- 
agement. Although  staff  salaries  were  locked  in,  VA  will  not  backfill  the  former  su- 
pervisory positions  and,  through  staff  attrition,  may  have  additional  money  to  create 
lower  level  direct-care  staff  positions  (or  whatever  type  of  staff  the  individual  facility 
needs)  at  another  time.  Do  not  misunderstand  us  to  say  that  we  are  in  favor  of  mas- 
sive VA  layoffs  of  any  kind.  We  are  simply  trying  to  identify  strategies  that  will 
stretch  VA's  limited  resources  further  and  offer  the  best  care  to  veterans. 

We  are  aware  that  these  types  of  changes  are  consistent  with  implementation  of 
the  Vision  for  Change.  Not  only  will  management  hierarchies  within  the  system  and 
hospitals  change,  but  staffing  patterns  and  clinical  and  non-clinical  service  mix 
within  facilities  will  shift  to  conform  to  the  Vision.  We  are  aware  that  a  number 
of  VA  facilities  have  already  begun  to  consolidate,  for  example,  in  Palo  Alto  and 
Loma  Linda.  These  facilities  have  worked  closely  with  their  staffs  and  veterans  to 
explain  the  need  for  consolidation.  The  facilities  are  now  under  one  director.  Some 
services  once  offered  in  both  facilities  have  been  combined  and  transferred  to  one 
facility  or  the  other.  While  it  is  too  soon  to  assess  the  long-term  effects  of  the  con- 
solidation, the  IBVSO's  support  this  type  of  effort  so  long  as  it  is  cost  effective  and 
does  not  diminish  access  for  veterans. 

Contracting  is  another  area  that  has  been  somewhat  controversial  in  the  veterans 
community.  In  fact,  the  "Independent  Budget"  co-authors  support  contracting  on  a 
limited  basis.  S.  1563  includes  within  its  initiatives,  authority  for  VA  to  contract  for 
primary  and  preventive  care  for  certain  geographically  remote  veterans.  These 
contractees  would  work  with  VA  to  manage  the  care  of  veterans  assigned  to  them. 
The  IBVSO's  are  not  opposed  to  contracting  relationships  as  long  as  they  do  not  di- 
minish VA's  ability  to  provide  high-quality  health  care  services.  There  may  be  some 
rare  instances,  such  as  in  the  case  of  transplant  programs,  where  VA  must  decide 
the  relative  importance  of  maintaining  a  service,  rather  than  allowing  the  private 
sector  to  provide  it. 

VA  leadership  must  recognize  the  interactive  relationships  between  contracting 
and  providing  care  in  house.  Contracting  will  draw  down  on  the  VA's  "critical  mass" 
of  patients  for  some  services.  If  one  VA  facility  decides  to  contract  with  a  local  cardi- 
ologist who  has  privileges  with  a  local  hospital,  the  capacity  to  offer  cardiology  and 
related  programs  within  the  network  or  even  within  the  system  is  diminished  be- 
cause VA  facilities  will  not  receive  the  facility's  money  or  its  patients.  We  believe 
the  long-run  ability  to  provide  this  service  to  veterans  outweighs  the  short-term  in- 
convenience of  a  traveling  veteran  to  receive  the  care.  We  think  that  VA  could  con- 
trol this  problem  by  limiting  a  contractor's  responsibility  for  a  veteran's  care  to  pro- 
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viding  services  not  available  elsewhere  in  VA  or  by  providing  primary  and  preven- 
tive care  with  referral  back  to  VA  for  more  intensive  procedures. 

Besides  contracting  and  building  new  outpatient  care  clinics,  there  are  a  variety 
of  options  for  expanding  veterans'  access  to  primary  and  preventive  care.  The 
IBVSO's  have  long  expressed  support  for  sharing.  VA  medical  facilities  already 
share  with  a  variety  of  providers,  including  the  Department  of  Defense  (DOD)  and 
their  academic  affiliates.  Some  VA  outpatient  facilities  are,  in  large  part,  supported 
through  contracts  with  the  Department  of  Defense.  VA  builds  or  leases  a  facility 
and  provides  care  to  active  duty  military  and  CHAMPUS  beneficiaries,  as  well  as 
their  own  patients,  in  the  catchment  area.  DOD  and  VA  each  have  a  point  of  access 
that  neither  could  have  afforded  alone.  Academic  affiliates  have  also  approached  dif- 
ferent VA  facilities  about  developing  joint  ventures  with  them  to  extend  primary 
care  clinic  access  to  both  parties'  beneficiaries.  Some  local  providers  have  ap- 
proached VA  medical  facilities  to  develop  points  of  access  with  them  that  could  pro- 
vide care  to  veterans  and  their  spouses.  VA  could  explore  options  for  better  using 
its  own  physical  plant — regional  offices  and  vet  centers  may  offer  VA  potential  sites 
for  collocating  primary  health  care  services.  We  have  no  objection  to  leasing  facili- 
ties or  parts  of  facilities  to  develop  access  to  primary  care  for  veterans.  We  under- 
stand that  VA  may  be  playing  a  "zero-sum"  game  as  far  as  new  resources  are  con- 
cerned. However,  we  sincerely  believe  that  giving  veterans  better  access  to  basic 
health  care  will  result  in  healthier  veterans  who  will  require  fewer  expensive  health 
care  services — this,  in  a  nutshell,  is  the  whole  premise  of  the  "Independent  Budget" 
proposal.  We  ask  you  today  to  allow  VA  to  identify  these  points  of  access  and  exploit 
them  to  their  maximum  potential.  Without  this  ability,  VA  will  not  be  able  to  sur- 
vive in  the  modem  health  care  world. 

Mr.  Chairman,  we  have  covered  a  lot  of  ground  today.  I  hope  the  veterans  service 
organizations  have  demonstrated  an  excitement  for  participating  in  constructive 
change  for  VA.  Dr.  Kizer  and  his  team  have  undertaken  many  other  initiatives  that 
we  could  have  addressed  and  of  which  we  approve.  It  is  establishing  an  equipment 
tracking  system  which  the  "Independent  Budget"  has  long  advocated.  They  are  bet- 
ter using  their  leverage  as  a  large  purchaser  to  negotiate  more  lucrative  national 
and  regional  contracts.  They  have  a  state-of-the-art  mail  order  pharmacy  for  non- 
controlled  substances.  We  are  pleased  to  see  the  positive  attention  such  initiatives 
are  getting  in  the  national  and  trade  press.  We  hope  that  you  will  continue  to  play 
a  constructive  part  in  providing  the  VHA  the  fiinding  and  legislative  tools  that  it 
needs  to  move  forward.  We  have  appreciated  the  opportunity  to  speak  today. 

VA  MANAGEMENT  INITIATIVES 

Appropriate  workload  placement 

Entitlement  reform. — Allow  VA  to  create  economies  of  scale  by  treating  depend- 
ents and  discretionary  vets  at  their  own  cost. 

Implementation  of  managed  care  principles. — ^Feedback  on  clinician  use  of  re- 
sources (lab,  x-ray,  pharmaceuticals);  "Best  practice"  standards  (immunizations,  di- 
agnostic procedures);  and  primary  care. 

Latitude  in  personnel  management. — Matrix  approach  to  management  (wipe  out 
middle  supervisory  level);  merit  pay;  use  staff  appropriately;  and  hiring/firing. 

Joint  purchasing  I  contracting. — Combine  facilities/join  consortium  to  create  lever- 
age in  purchases;  and  track  needs/prioritize  purchases  consistently/objectively. 

Mail-order  pharmacy. 

Vertical  integration  (consolidations,  eliminate  duplication). — ^VISN  restructuring. 

Special  programs. — Performance  measures. 

Senator  Bond.  Well,  thank  you  very  much,  Mr.  Schultz.  You  are 
correct;  we  have  had  a  tremendous  amount  of  testimony  today.  It 
has  been  very  informative.  We  particularly  appreciate  the  written 
testimony.  You  all  have  summarized  that  very  well.  You  have  given 
us  a  great  deal  to  work  on. 

Mr.  Schultz,  you  expressed  concerns  about  the  fate  of  VA's  spe- 
cialized services — spinal  cord  rehab,  PTSD,  homeless  services — 
under  the  reorganization  plan  that  is  to  emphasize  cost  efficiencies. 
Yet,  Dr.  Kizer  has  indicated  these  programs  will  be  given  a  special 
emphasis  status.  Can  you  elaborate  on  your  concerns,  and  offer  us 
any  recommendations  you  might  have? 
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Mr.  ScHULTZ.  Well,  first,  let  me  say  that  we  are  pleased  with 
Under  Secretary  Kizer's  comments  today.  And  the  VISN  directors 
and  their  service  chiefs  we  have  spoken  to  have  done  a  lot  to  reas- 
sure us  that  they  have  the  best  interest  of  these  special  programs 
at  heart.  We  all  had  the  opportunity  to  respond  to  some  perform- 
ance standards  developed  for  these  special  programs.  They  are  a 
good  first  step.  And  there  has  obviously  been  some  efforts  to  coordi- 
nate VA  standards  with  applicable  quality  standards  for  the  pri- 
vate sector. 

This  is  particularly  true  as  the  VA  experiments  with  its  alloca- 
tion system  and  management  structure.  And  while  we  are  con- 
cerned, we  appreciate  Dr.  Kizer's  emphasis  on  these  programs.  And 
we  will  just  continue  to  monitor  that.  This  is  all  new.  And  our  con- 
cerns are  for  these  special  progranis,  because  they  are  very  expen- 
sive programs. 

Senator  Bond.  But  very  important,  by  the  same  token? 

Mr.  SCHULTZ.  Right. 

Senator  Bond.  Mr,  Baine,  you  said  that  the  management  ineffi- 
ciencies prevent  VA  from  shifting  much  of  its  current  hospital 
workload  to  ambulatory  care  settings.  And  we  have  heard  the  VA 
previously  and  today  claim  that  statutory  restrictions  on  outpatient 
care  are  largely  to  blame.  Can  you  give  us  your  view  on  the  degree 
to  which  statutory  restrictions  are  as  great  a  problem  as  VA 
claims?  And  what  kinds  of  savings  do  you  see,  shifting  from  the 
emphasis  on  inpatient  to  outpatient  services,  where  appropriate? 

Mr.  Baine.  Mr.  Chairman,  I  think  you  will  recognize  that  in  the 
VA  statute,  there  is  a  provision  that  I  think  goes  back  to  1973  that 
allows  VA  to  provide  outpatient  care  to  a  range  of  veterans  if  it 
were  to  obviate  the  need  for  a  hospitalization.  That  particular  pro- 
vision has  been  cited  as  a  statutory  barrier  to  doing  what  makes 
sense  in  the  VA  hospitals.  If  you  turn  that  around,  that  particular 
provision  could  have  been  used  much  more  extensively  to  do  what 
makes  sense  in  the  VA  system,  in  terms  of  providing  outpatient 
care. 

I  think  traditionally — and  this  has  been  raised  before  this  morn- 
ing, Mr.  Chairman — the  veterans  health  system  has  been  essen- 
tially a  hospital-based  system,  with  an  emphasis  on  inpatient  care. 
The  legislative  incentives  are  that  way.  The  budgetary  incentives 
have  been  that  way.  So,  to  turn  this  system  around  is  a  tough 
thing,  both  from  a  cultural  standpoint  and  from  a  legislative  stand- 
point. 

Dr.  Kizer  and  many  others  have  stated  that  eligibility  reform,  leg- 
islation is  needed  to  bring  this  about.  We  would  agree  that  there 
is  some  eligibility  reform  legislation  needed,  to  simplify  VA's  com- 
plex eligibility  provisions,  but  it  is  not  needed  to  allow  VA  to  shift 
care  from  inpatient  to  outpatient  settings.  In  addition,  we  support 
legislation  that  is  budget  neutral.  And,  heretofore,  I  do  not  believe 
the  eligibility  reform  proposals  have  been  determined  to  be  budget 
neutral. 

With  regard  to  your  question  about  the  amount  of  savings  that 
can  accrue  from  transferring  inpatient  care  to  outpatient  care,  I 
think  VA  itself  has  given  estimates  of  that, 

Jim  Linz,  and  Paul  Reynolds,  who  are  with  me  today,  mentioned 
that  the  number  is  $268  million,  I  believe  that  is  a  year. 
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Senator  Bond.  That  is  a  good  start,  in  any  event. 
Mr.  Baine.  Yes,  sir. 

PERFORMANCE  MEASUREMENTS 

Senator  Bond.  Mr.  Merriman,  in  testimony  before  the  House 
Committee  on  Government  Reform  and  Oversight  last  May,  the 
then-Inspector  General  Steve  Trodden,  said  VA  is  a  long  way  from 
achieving  the  ultimate  goal  of  using  performance  measurement  as 
a  tool  for  improving  the  efficiency,  effectiveness,  and  economy  of 
VA's  overall  effort. 

Now,  it  is  clear  to  me  that  the  success  of  VA's  reorganization  and 
achieving  the  changes  that  Dr.  Kizer  has  described  seems  to  rest 
on  having  sound  performance  measures  and  a  means  to  get  infor- 
mation on  them  and  evaluate  them.  Do  you  agree  with  that?  How 
far  have  we  come  from  the  position  set  out  slightly  less  than  1  year 
ago?  What  do  you  see  as  the  challenges  for  VA  in  this  area? 

Mr.  Merriman.  Yes,  sir;  that  is  one  of  the  key  factors  in  our 
work,  the  lack  of  performance  criteria,  and  criteria  by  which  we 
can  evaluate  programs  and  by  which  they  can  evaluate  their  own 
effectiveness.  On  the  one  hand,  our  work  has  shown  lack  of  cri- 
teria. We  have  shown  many  examples,  in  our  testimony,  of  areas 
where  we  think  they  would  have  benefited  from  having  it.  On  the 
other  hand,  we  see  the  movement  that  Dr.  Kizer  is  making. 

We  are  optimistic  with  respect  to  performance  criteria  for  VISN 
directors,  with  the  implementation  of  the  DSS  system,  with  capita- 
tion budgeting,  and  with  blended  costs.  All  of  these  are  movements 
in  the  right  direction.  We  s-ee  them  moving  in  that  direction.  We 
just  have  not  seen  those  programs  implemented  enough  to  make 
judgments  about  them. 

Are  they  going  in  the  right  direction?  Yes. 

Senator  Bond.  Well,  thank  you  very  much,  gentlemen.  I  have  ap- 
preciated and  learned  a  great  deal  from  your  testimony.  I  am  going 
to  call  on  Senator  Mikulski  for  questions,  and  turn  the  gavel  over 
to  Senator  Bennett.  On  behalf  of  myself  and  the  rest  of  the  commit- 
tee, we  sincerely  appreciate  all  of  the  testimony  that  has  been 
given  today.  It  has  been  extremely  helpful,  and  I  think  very  pro- 
ductive. It  is  really  encouraging  to  see  that  there  is  progress  that 
can  be  made  and  that  is  being  made.  And  I  hope  that  we  can  focus 
on  that  progress,  how  Congress  can  be  of  assistance  in  carrying  out 
that  mission  and  get  beyond  the  other  disputes  that  we  have  had. 

So,  with  that.  Senator  Mikulski. 

construction  management  reforms 

Senator  Mikulski.  Thank  you  very  much,  Mr.  Chairman. 

First  of  all,  I  want  to  thank  all  three  of  you  for  what  you  have 
done,  in  terms  of  service  to  the  veterans.  Rick,  certainly,  the  "Inde- 
pendent Budget"  has  been  a  guidepost  for  me  when  I  chaired  the 
committee.  Ajid  I  know  it  is  taken  very  seriously  by  the  members 
of  the  committee.  And  also  what  you  said  here,  too,  is  that  veterans 
are  taxpayers  and  want  to  see  1  dollars'  worth  of  taxes  buying  1 
dollars'  worth  of  care,  and  to  the  GAO  and  the  inspector  general. 

I  am  just  going  to  really  focus  my  questions  on  the  inspector  gen- 
eral, because  this  does  go  to  the  management  reforms.  Though, 
know,  Rick,  I  support  that  third-party  reimbursement  that  we  are 
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talking  about  and  that  the  veterans  service  organizations  are  advo- 
cating. 

My  question  goes  to  the  construction  management  that  you  have 
heard  me  raise  with  Dr.  Kizer.  And,  Mr.  Merriman,  you  really  out- 
lined it  succinctly  and  reflect  my  observations,  anecdotal  observa- 
tions, in  your  statement,  in  which  you  talk  about  construction  has 
major  fund  shortages  as  a  result  of  projects  not  being  adequately 
planned,  administrated,  and  supervised  by  key  personnel  at  either 
the  program  or  medical  centers.  And  you  talk  about  cost  overruns, 
exaggerated  workload  projections  that  resulted  in  inappropriate 
space  estimates,  and  then,  also,  that  bugaboo  to  me,  contracts  to 
add  optional  items  that  either  were  not  needed  or,  under  the  guise 
of  state  of  the  art,  were  untried,  untested,  but  gosh,  were  they  ex- 
pensive. 

And  I  wonder  if  you  could  bring  to  the  committee's  attention 
what  your  recommendations  would  be  for  dealing  with  these  con- 
cerns? And  do  you  feel  in  your  work  now  with  the  new  VA  manage- 
ment that  these  are  being  grappled  with? 

Mr.  Merriman.  Yes;  we  found  problems  when  we  looked  at  the 
various  surgical  programs.  Part  of  the  problem  may  have  resulted 
from  poor  information  systems.  What  are  the  true  workloads  that 
they  are  trjdng  to  support?  Were  they  building  or  adding  to  sur- 
gical suites  that  were  not  needed  because  of  workload  problems? 

As  they  get  better  data  systems  and  the  VISN's  have  more  direct 
management,  that  type  of  a  problem,  hopefully,  should  be  miti- 
gated. The  management  of  construction  programs,  probably  the 
programs  themselves,  stretch  out  so  long  that  as  they  progress 
from  planning  to  completion,  changes  are  made  which  perhaps 
should  have  been  better  monitored,  options  may  be  added,  and  per- 
haps there  is  not  sufficient  oversight  over  the  management  of  the 
programs. 

They  have  commissioned,  I  believe,  a  number  of  consultant  re- 
ports that  have  made  recommendations  to  the  Department  as  to 
how  they  might  better  manage  their  programs.  And  they  are  in  the 
process  of  putting  some  of  these  in  place. 

The  problems  that  we  have  identified  in  our  more  recent  work 
really  go  back  to  some  construction  projects  that  originated  several 
years  ago  and  are  now  coming  to  completion.  Will  the  newly  origi- 
nated projects  benefit  from  some  of  their  incentives?  Hopefully, 
they  will.  And  we  will  be  looking  at  that  also. 

Senator  Mikulski.  Well,  in  the  area  of  construction  manage- 
ment, so  much  of  that  is  a  state  of  mind  that  really  reflects  your 
management  techniques.  I  know  one  of  the  leading  national  au- 
thorities on  management  innovation  is  our  own  Senator  Bennett. 
But  if  you  had  the  state  of  mind,  you  tend  to  develop  the  tech- 
niques to  reflect  that,  which  is  what  I  call  building  to  the  Arch- 
diocese of  Baltimore  or  the  Associated  Jewish  Charities  standard, 
which  means  that  you  really  serve  the  needs  related  to  the  pa- 
tient— have  modem  facilities,  using  best  use  of  architecture  and 
technology,  but  you  are  also  pretty  much  of  a  watchdog  on  the  cost. 

Do  you  feel  that  state  of  mind  existed  in  the  construction  man- 
agement, or  do  they  love  to  get  their  reports  and  then  fuss,  fuss, 
fuss,  and  then  we  just  chug  along  with  business  as  usual? 
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Mr.  Merriman.  I  think  state  of  mind  may  very  well  have  been 
a  problem.  I  think  in  the  environment  that  we  are  all  faced  with 
today,  with  the  decrease  in  resources  and  the  need  to  get  as  much 
out  of  your  program  as  you  can,  I  think  the  state  of  mind  will 
change. 

Senator  MiKULSKl.  Do  you  think  it  has  changed? 

Mr.  Merriman.  Most  of  the  work  that  we  have  done  was  on  some 
of  the  older  projects.  Some  of  the  recommendations  that  they  have 
made  for  improving  their  program  should  help.  The  construction 
management  program  falls  under  the  Veterans  Health  Administra- 
tion. And  I  think  with  the  type  of  leadership  and  innovative  ideas 
that  Dr.  Kizer  has  and  Dr.  Garthwaite,  I  think  you  will  see  some 
changes  in  this  area. 

Senator  MiKULSKl.  And  would  you  recommend  also  that  he  give 
very  clear  guiding  principles  to  construction  management  about 
what  we  need  to  do? 

Mr.  Merriman.  Most  certainly,  yes,  I  would. 

PHARMACEUTICAL  MANAGEMENT 

Senator  MiKULSKl.  Well,  I  think  that  is  what  we  will  follow  up 
with  as  we  move  along,  and  ask  that.  I  think  this  is  one  of  the 
ways  we  can  get  the  services  to  the  veterans,  but  do  not  end  up 
with  space  and  other  things  that  just  are  not  related  to  patient 
care. 

I  have  one  other  question.  I  know  significant  gains  are  being 
made  in  private  nonprofit  hospitals  and  also  in  hospital  manage- 
ment. That  goes  to  pharmacy,  the  drug  pharmacy  management. 
You  have  here  in  your  audit  that  VHA  medical  facilities  were  not 
required  to  coordinate  their  drug  review  efforts,  exchange  informa- 
tion, not  share  established  feedback.  You  go  on  that  you  believe  ap- 
proximately $44  million,  I  repeat,  $44  million,  could  be  achieved  by 
establishing  a  system  to  coordinate  and  share  and  implement  drug 
reviews  and  treatment  guidelines. 

That  is  one  big  bucket  of  bucks  that  again  does  not  shortchange 
the  veteran.  And  one  of  the  things  the  veterans  rely  upon,  I  be- 
lieve, is  their  pharmaceutical  program.  And  they  are  very  con- 
cerned about  increased  copa3rments  or  deductibles  and  so  on.  Could 
you  share  with  us  what  you  think  needs  to  be  done? 

Mr.  Merriman.  Yes;  I  would.  It  is  a  perfect  example  of  the 
changing  environment.  We  noted  that  some  VA  medical  centers 
were  more  actively  managing  their  formularies,  trying  to  cut  back 
on  a  number  of  drugs  that  were  on  it,  and  were  sharing  this  infor- 
mation with  some  other  activities.  Our  initial  recommendation 
would  simply  be  that  they  all  share  their  work  with  each  other. 

The  Department,  at  the  time  we  initially  came  out  with  our 
work,  was  not  supportive  of  a  major  drug  formulary.  And  we 
thought  that  we  would  be  successful  enough  if  we  could  at  least  get 
them  to  share  their  formularies  and  their  better-use  practices. 
When  I  came  back  from  the  furlough,  I  had  a  number  of  news  clip- 
pings. The  first  one  I  looked  at  indicated  that  Dr.  Kizer  was  about 
to  put  in  drug  formularies.  I  said,  "Well,  this  is  what  we  have  been 
fighting  for  through  the  course  of  our  audits." 

So  that  is  what  we  would  like  to  see  happen.  It  looks  like  that 
is  the  way  they  are  about  to  go. 
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Senator  MiKULSKl.  Well,  thank  you  very  much,  Mr.  Merriman.  I 
note  that  the  VA  pharmacy  budget  is  $1  billion. 

Mr.  Merriman.  Right. 

Senator  Mikulski.  And  we  want  our  veterans  to  have  access  to 
the  medicines  and  biomedical  and  biomechanical  devices  that  they 
need  to  sustain  their  life  and  to  improve  their  life.  So  we  are  for 
that.  But,  boy,  I  think  with  some  of  these  new  management  issues, 
we  could  really  get  our  money's  worth.  And  it  is  not  only  saving 
the  money  to  cut,  but  that  we  could  be  using  it  in  other  areas. 

These  two  areas  that  I  have  raised  with  you,  I  intend  to  then  fol- 
low up  with  the  Administrator  as  then  part  of  our  fiscal  year  1997 
hearings.  But  before  I  yield  my  time,  I  would  just  like  to  say  this 
about  the  furlough,  and  to  the  veterans  staff  who  unfortunately 
have  left.  I  think  it  is  outrageous  that  we  have  had  shutdowns.  I 
just  think  it  is  outrageous. 

I  was  in  Baltimore  holding  a  town  hall  meeting  with  VA  nurses. 
They  were  declared  essential  and  were  not  being  paid.  And  they 
had  their  child  care  and  their  day  care  and  their  transportation. 
VA  doctors,  the  people  who  kept  the  hospital  clean  and  operating, 
the  people  who  were  trying  to  deal  with  the  backlog  in  disability 
benefits  so  veterans  do  not  have  to  stand  in  line  over  180  days. 
And  I  would  hope  that  my  President  does  not  continue  to  threaten 
a  shutdown. 

I  am  going  to  thank  Senator  Bond  for  the  way  he  has  tried  to 
move  our  VA  bill.  I  did  not  have  a  chance  to  mention  that.  But  for 
anyone  here  who  has  been  in  any  way  associated  with  the  Veterans 
Administration,  we  say  thank  you.  I  think  each  and  every  one  of 
you  is  essential.  And  we  look  forward  to  achieving  management  re- 
forms to  serve  our  veterans  and  to  thank  those  who  have  been  will- 
ing to  put  up  with  a  lot  of  harassment  from  the  U.S.  Congress. 

Mr.  SCHULTZ.  Thank  you  very  much.  Senator. 

Senator  Bennett  [presiding].  Thank  you.  Senator  Mikulski.  We 
thank  the  panel.  There  may  be  some  additional  questions  in  writ- 
ing that  the  chairman  would  like  to  have  answered. 

CONCLUSION  OF  HEARING 

Be  prepared  to  receive  the  questions  and  respond  accordingly. 

The  subcommittee  is  recessed. 

[Whereupon,  at  11  a.m.,  Friday,  March  8,  the  hearing  was  con- 
cluded, and  the  subcommittee  was  recessed,  to  reconvene  subject  to 
the  call  of  the  Chair.] 
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